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THE currency problems discussed in British India to- 
day are in many respects similar to those which have 
been under consideration recently in the United States. 
Greater security for a large amount of overvalued silver 
and greater flexibility in the issues of paper have been the 
conspicuous desiderata in the currency systems of both 
countries. Moreover, the measures which have been sug- 
gested as remedies in the two cases have been planned 
along somewhat similar lines. 

Although the gold sovereign was two years ago made 
the standard of value in British India, and gold is now 
the only metal which is unrestrictedly minted and the 
coins of which circulate at their metallic value, there is as 
yet but little goldin circulation ; and the much overvalued 
rupee is still the universal medium of payment and the 
familiar money of account. Apprehension, therefore, is 
frequently expressed as to the continued maintenance of 
the terms of exchange now prevailing between the gold 
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and silver coins. Possible conditions are imagined under 
which the value of the rupee might fall below its legal 
rating in terms of shillings and pence, and various addi- 
tional safeguards have accordingly been suggested in order 
to strengthen this rating. In India, as in this country, 
then, one of the problems at present under consideration 
is how to render the value of the silver coins secure beyond 
peradventure ; and such measures, for example, as those 
proposed by Representatives Overstreet, Hill, and Levy in 
the last session of the American Congress, which aimed to 
strengthen the silver currency by making it redeemable in 
gold, have had their counterparts in British India. 
Another defect in the currency which is common to both 
countries, but which is of far greater seriousness in India, 
is its inflexibility and unresponsiveness to variations in 
commercial needs. The monetary requirements of India 
fluctuate very widely in volume from season to season and 
from year to year. The trade of the country is mainly in 
raw materials and agricultural produce, and business activ- 
ity varies rapidly over different parts of the country from 
month to month in correspondence with the harvesting of 
the different crops. In Western countries such fluctua- 
tions in the demand for currency are largely met by an 
increase or decrease in the use of fiduciary contrivances, 
but in India there is as yet no general recourse to these 
arrangements. Banking facilities, as we understand them, 
are restricted to the great commercial centres; and among 
the natives payments are seldom effected by means of 
checks and transfers on bank books. The banks do not 
enjoy the privilege of issuing notes; the government issues 
of paper currency are strictly limited ; and the silver coins, 
which are the only currency that circulate freely, cannot 
be increased in times of stringency by coinage on private 
account, nor will they be decreased when redundant by 
export to other countries. We shall see, too, that the 
situation is aggravated by the existence of an independent 
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treasury system like that of the United States, which fre- 
quently abstracts money from circulation at times when it 
is most in demand. The need is very urgent, therefore, 
for some arrangement which will automatically adjust the 
volume of the circulation to changes in the monetary re- 
quirements ; and the various plans suggested in India to 
attain this end are similar to those with which we are 
familiar in America, such as the abolition of the separate 
treasury system, the substitution of bank-notes for govern- 
ment paper, and provision for a larger freedom of issue on 
the part of the banks. 

We cannot, however, reach a clear understanding of 
present currency questions in India without glancing back 
over the succession of events which has resulted in the 
present situation. 


At the beginning of the nineteenth century there was 
no uniform measure of value in British India. Silver 
seems to have been the usual standard over the greater 
part of the country, with gold coins in concurrent circula- 
tion, at rates varying from time to time, according to the 
price of gold bullion; but in certain parts of Southern 
India (e.g., Madras) gold appears also to have served as 
standard. Whatever the currency, whether of gold or 
silver, the coins differed widely in denomination, weight, 
and fineness, even within the same regions. An Act of 
1793, for instance, specifies no less than twenty-seven va- 
rieties of rupees as current in the several districts.* This 
confused condition of the currency, involving many losses 
and much inconvenience in trade, led the East India Com- 
pany in 1806 to announce its intention of establishing one 
general system of currency throughout the whole of its 
possessions in Asia; but it was not until a generation 
later that the intention was carried out. In 1835 a partic- 
ular rupee (weighing 180 grs., ti fine) was selected and 


* Robert Chalmers, A History of Currency in the British Colonies, p. 337, 
note. , 
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declared the standard coin for the whole of British India; 
and this rupee, unaltered either in weight or fineness, has 
remained the common standard down to the present. The 
rupee at that time was rated as equal to two English shil- 
lings (24d.); but, after a career of irregular ups and downs, 
we find it to-day apparently fixed at one and one-third 
shillings (16d.). In other words, the pound sterling, 
which was formerly the equivalent of ten rupees, is now 
exchangeable for fifteen. 

The Act of 1885 declared that no gold coin was there- 
after to be a legal tender of payment anywhere in India, 
but at the same time it authorized the minting of a gold 
piece, known as the “ mohur,” to be of identical weight and 
fineness with the silver rupee, and designed to circulate 
at its metal value. These mohurs circulated then as 
equal to fifteen rupees, and from 1841 to 1852 were so 
received at the public treasuries. With the fall in the 
value of gold, however, which threatened to be serious in 
the early fifties, the government refused any longer to ac- 
cept them. 

During the fifties and sixties there were frequent move- 
ments in the market rate of exchange between gold and 
silver, which were not without effect upon the trade 
relations of India with England and other gold-using 
countries. Various of the Indian Chambers of Commerce 
accordingly memorialized the government for a gold cur- 
rency, and the establishment of fixed rates of exchange 
between the English and Indian coins; and even the 
government of India itself proposed in 1864 that the 
sovereign should be made a legal tender * at the value of 
ten rupees, and that the government paper should be made 





*It would appear that efforts to make gold a legal tender for a specific 
amount, so as to establish fixed rates of exchange between the gold and silver 
coins, had been first made by the East India Company, in Bengal, in 1766; but 
these early efforts had conspicuously failed, it having been found necessary to 
rerate the coins twice within the next five years. Sir James Stewart, Principles 
of Money applied to the Coin of Bengal, 2d edition, 1792, pp. 25-37. 
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redeemable in either sovereigns or rupees at this rate. 
At about the same time various English economists (e.g., 
McCulloch) * were also advocating the introduction of a 
gold currency in India, on the ground that it would pro- 
vide a new market for the increasing supplies of that 
metal, and so would “counteract that fall in its value 
which has been so generally apprehended.” The imperial 
government, however, hesitated. Though agreeing that 
gold might once more be made receivable for public dues, 
and admitting that further steps towards the adoption 
of a gold currency were contemplated, the home office 
believed that the time had not quite yet arrived when it 
would be advisable to make British gold a legal tender in 
India. 

The opportunity of introducing a gold currency upon 
these terms was soon lost; for in the next few years the 
fall in the price of silver began, and the rupee sank 
rapidly in relation to gold from the level (24d.) about 
which it had oscillated ever since its institution as standard. 
Occasionally there were temporary revivals, notably at 
the time of the Sherman Act; but by 1893 exchange had 
fallen to a little below 15d., and the rupee, in other words, 
had lost three-eighths of its value in terms of British gold. f 
The ill effects of this fall in silver upon the finances of the 
Indian government, one-fourth of whose revenue is used 
under normal conditions to meet obligations in England ; 
upon the foreign commerce of India, four-fifths of whose 
sea-borne trade is with gold-standard ,countries; upon 
the investment in India of European capital, so essential 
to that country’s developement; upon the incomes of 
Europeans and European capital employed there,— all 
these are matters of familar history. 

Until 1892 the Indian government endeavored to 
remedy the situation by working for the adoption of some 

* Encyclopedia Britannica, Sth edition, vol. xviii., article on Precious 
Metals, p. 473. 

+ See Appendix, Table I. 
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sort of an international agreement which would re-elevate 
the gold price of silver, or, at any rate, would make it more 
stable. Representatives were sent to the International 
Conference at Paris in 1881, and to the Brussels Con- 
ference in 1892, with this end in view. But, long before 
the assembling of the delegates on the latter occasion, it 
had come to be believed by many that nothing in the way 
of effective relief was to be expected from an international 
agreement, and the old proposal to change the standard 
from silver to gold had been revived. Indeed, several 
months before the opening of the conference the govern- 
ment of India itself had petitioned the home government 
for permission to close the mints to silver, and to make va- 
rious arrangements for the introduction of a gold standard, 
in case the conference failed to arrive at a satisfactory 
conclusion. These proposals had been referred to a com- 
mittee of seven distinguished men, under Lord Herschell’s 
presidency ; and in the spring of 1893, after the unsuc- 
cessful termination of the International Conference, the 
committee brought in a report which, in the main, was in 
their favor. 

In accordance with the recommendations of the commit- 
tee, on June 26, 1898, the act was passed definitively 
closing the Indian mints ‘to the coinage of silver on 
private account. The government, by the terms of the 
act, retained, however, the power to coin rupees at its dis- 
cretion, and, indeed, announced on the same day that it 
would hold itself ready to give them in exchange for gold, 
whenever they were required by the public, at the rate of 
16d. per rupee. This left the mints still open, in a sense, 
and gave opportunity for the subsequent expansion of the 
currency. It left the rupee coinage more or less depend- 
ent upon the needs of the people, and allayed all fears as 
to any considerable rise in the rupee exchange. The 
notification, it will be seen, did not explicitly fix any 
ratio between the rupees and the English coins, but only 
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set a maximal limit to its possible rise. The rupees 
might still — and, as we know, they did — fall considerably 
below the rating of 16d., but they could not rise above 
that value so long as the government adhered to the 
policy announced, of giving rupees for gold on those 
terms. 

The selection of this maximal ratio, though avowedly 
tentative, was not arbitrary. It was approximately the 
average of the ratios of the five years preceding and only 
a little above that prevailing at the time. It involved, 
therefore, only a very small departure from the status quo, 
and the slightest possible shock to trade and the ex- 
changes. Moreover, it resulted in very convenient terms 
of exchange between the Indian and the British coins. 
The sovereign became equivalent to just fifteen rupees, 
which was precisely the same rate at which the gold mohur 
used to exchange for rupees; and, singularly enough, the 
subsidiary coins of the two countries fitted in with each 
other very neatly. The rupee is subdivided into sixteen 
annas, and so one anna became equal to one penny and 
two hnndred and forty annas to one pound. 

¢ the same time the government took steps to encour- 
age the actual introduction of a gold currency at this 
ratio. They were unwilling as yet to make gold a legal 
tender between individuals; but, for themselves, they 
offered to accept sovereigns on these terms in payment 
for all government dues; and they also offered to issue 
currency notes in exchange for British gold at the same 
rate. 

The Herschell Committee had been judiciously non-com- 
mittal as to the probable consequences of the closing of 
the mints. “Exchange might rise suddenly and consid- 
erably,” they said, or it might “not for a considerable 
time rise at all,” or, indeed, it was possible that “even the 
existing ratio might not be maintained.”* The closing 
of the Indian mints, as is well known, was accompanied 
* Report of the Indian Currency Committee (1892), § 149. 
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in the United States by the reassembling of Congress to 
repeal the silver-purchase act, and was rapidly followed in 
Russia by a ukase similarly unfavorable to silver. The 
price of silver fell swiftly,— fell more than 10d. per ounce 
within the next ten months, fell from an average of about 
88d. per ounce in May, 1893, to 27d. in March, 1894. 
The rupee, however, rose momentarily in June to its legal 
rating in terms of gold (16d.), and, although it sank con- 
siderably below that level in succeeding months, it has 
maintained a nominal value greatly in excess of its metal 
value ever since. The rupee touched its lowest point in 
January, 1895, when it was only accepted as the equiva- 
lent of 12d. But even this was more than 2d. above 
its intrinsic value, and after that date the divergence 
became much greater. While the price of silver, on the 
average, has scarcely more than held its own subse- 
quently, the price of the rupee has slowly risen again, 
until in 1898 it once more reached 16d. It can rise no 
higher, because the government offers to give rupees 
to any amount in exchange for gold at that rate; and for 
the past three years the rupee exchange has oscillated 
about this level, although the metal in the rupee has 
averaged in value but little more than 10d.* 


The question of the causes of this rise in the rupee ex- 
change is not one of simple and demonstrable solution, 
and will probably never be answered to the satisfaction of 
all. Many have attributed it to a supposed contraction 
of the currency. There is little reason to believe, it is 
said, that the hoarding habits of the people changed on 
account of the closing of the mints; and rupees probably 
went on disappearing from circulation in this way after 
that event very much as they had before. Then, too, 
several important native states adopted the rupee cur- 
rency after 1893, and they very likely also absorbed a 
certain amount of the British Indian coins. If, in addi- 


*See Table I. and appended diagram. 
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tion to this abstraction of rupees in hoards and in the cir- 
culation of neighboring states, we take account of the 
rupees withdrawn by the government during the period 
(some twenty-five millions in all), and of the rupees 
which have been lost or melted down, these writers say 
that we need look no farther: we have here a quite suffi- 
cient explanation of the rise in the rupee exchange. 

But, on the other hand, along with these influences for 
contraction there certainly were some counteracting fac- 
tors. The melting of the rupees and their manufacture 
into ornaments, which used to withdraw so large a propor- 
tion of the coins from circulation, probably ceased with 
the closure of the mints and the rise of the rupee above its 
metallic value. The famines of those years, too, unques- 
tionably caused many rupees to emerge from the hoards ; 
for rupees would be brought out under these circumstances 
rather than ornaments similarly on account of their higher 
value. Moreover, between 1893 and 1898, the period 
during which the rupee was rising, two additions of about 
twenty millions each were made to the circulation by the 
direct action of the government. First, at the time of the 
closing of the mints the government took over a consider- 
able stock of silver then held or being imported by the 
banks, which, when coined, amounted to nearly twenty 
million rupees; and this was rapidly passed into circulation. 
Then, again, in 1896, when the maximum limit of un- 
covered paper currency was raised from eighty to one hun- 
dred millions, another twenty million rupees was launched 
into currency. We may pass over for the present the far 
greater additions which have been made during the past 
two years,—the notes issued against gold deposited in 
London, the silver released from the Indian note reserve 
by the substitution of gold, and the recently renewed 
coinage of silver. Confining our attention strictly to the 
period when the rupee exchange was rising, enough has 
already been said to show how difficult it is to determine 
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even whether the money in circulation was increasing or 
decreasing during the period. Certainly, there is no con- 
vincing evidence either of any considerable diminution 
or of any considerable enlargement in its amount.* 

The really vital question, however, is whether the rise 
in the rupee was due to a relative contraction of the 
currency. The absolute quantity of money in itself is a 
matter of no very great importance. What we want to 
know is whether, taking account of the growth of popula- 
tion, the increase of trade, and all other changes in 
economic conditions, there was any reduction of the 
currency during the period, as compared with the require- 
ments for it. Under normal conditions this would not he 
a difficult matter to determine. If such had been the 
case, if the rise in the value of the rupee in terms of gold 
had been due to such a relative contraction, then, as a 
matter of theory, we should expect to find the fact con- 
firmed by a similar rise in its value in terms of commodities. 
That is to say, we should expect to find a general fall in 
prices. Unfortunately, however, we can draw no conclu- 


*Mr. F. C. Harrison, accountant-general of Madras, who has made 
a special study during many years of the statistics of the mintage of the coins 
in circulation, said that the currency probably had declined somewhat in vol- 
ume during the period, that it had contracted from about 1,280 millions in 
1893 to about 1,200 millions in 1898. See the Minutes of Evidence taken by the 
Indian Currency Committee, Part I., pp. 85-90, and the Index and Appen- 
dices, p. 82. For an explanation of Mr. Harrison’s method of calculation, see 
his articles in the Economic Journal for December, 1891, June, 1892, March, 
1893, and Professor F. Y. Edgeworth’s criticisms thereon in the same Journal 
for March, 1812, and March, 1900. See, also, Mr. Harrison’s note published in 
the Supplement to the Gazette of India for September 1, 1900. 

Mr. W.S. Adie, assistant accountant-general of Burma, after a study of the 
same statistics, arrived at the conclusion that the rupee circulation had stood 
as high as 1,300 millions in 1893 and had dwindled to 1,180 or 1,200 millions by 
1899, See the Report of the Indian Paper Currency Department, § 38, and the 
appended note, both of which are published in the Supplement to the Gazette 
of India for September 1, 1900. 

On the other hand, Mr. J. E. O’Conor, the director-general of statistics to 
the government of India, and author of the annual offieial reviews of Indian 
trade during a period of more than twenty-five years, said: ‘‘I have no belief 
whatever in the general idea that there has been a great contraction of the cur- 
rency.... We have no evidence whatever to support the theory.” Indian 
Cu y C ittee, Minutes of Evidence, Questions 993, 994. 
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sion one way or the other from the actual price statistics 
of recent years. Almost the only articles of native produc- 
tion whose prices have been carefully collated are the 
food grains; and, in general, their movements over brief 
periods of time can indicate little more than the success 
or failure of successive harvests. The series of intense 
famines during 1896, 1897, and 1899, render the price 
movements of recent years peculiarly abnormal, and make 
them an extremely unreliable foundation for conclusions 
as to the expansion or contraction of the currency.* We 
can get little light, therefore, on our problem from the 
study of prices. 

That there are many causes other than a contraction of 
rupees which might have resulted in a rising rate of 
exchange between rupees and gold no one will deny. 
This rate of exchange depends primarily upon the de- 
mand for gold for foreign shipment, and upon the diffi- 
culty which is experienced in obtaining it. Every influ- 
ence, therefore, serving either to diminish the amount of 
gold shipments or to enlarge the amount of gold available 
in the country would tend to raise the gold rating of the 
rupee. Anything, for example, which rendered more fa- 
vorable the balance of payments with gold-using countries 
would either lessen the demand for gold or increase its 
supply, and so lower its value in exchange for rupees, The 
large borrowings in London on Indian account ¢ during 


*See, for example, the testimony of Mr. O’Conor before the Indian Cur- 
rency Committee (1818), Minutes of Evidence, Questions 1357-1361, 12143-12144. 
Consult also the tables and diagrams in the Appendices, pp. 163-171, and com- 
pare the answers to Questions 2789-2795. 

t The following table shows the increase during the period in the Indian 
sterling debt to England. Amounts raised in England by private railway and 
other companies, not guaranteed by the state, are not included. 


te cn, nest a ee a ae ee £106,6°3,767 
ho a a 114,113,792 
CIS 6 6 os 6 6 SR He es 116,005,826 
MOIS 6 6 ct OH te 115,903,732 
WI Ss, se 0 6 6 6 ls 8% 114,883,233 
ee ee 128,274,680 


(Indian Currency Committee Tables, No. 10.) 
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these years, the reduction in the Indian import of silver,* 
the contraction in the remittances of the Indian govern- 
ment below their normal amount,t — each of these factors 
has very justly been pointed to as a tendency favoring a 
rise in the rupee exchange. The constantly increasing 
output of gold from the Indian mines} contributed 
another tendency in the same direction, which appears to 
have been regarded by some even as the principal cause of 
the improvement in exchange.§ We must admit that 
each of these influences helped the rise of the rupee; and 
yet we may cling, with some justification, I believe, to the 
notion that, after all, a contraction in the currency was 
a very important factor,—not an absolute contraction, 
for there is no evidence that any such occurred, but a 
contraction relative to the growing needs of the country. 
Proof of this belief may be lacking, but there are certain 
presumptive indications. 


*The average amounts of silver annually imported into India were as 
follows :— 


Weight in Value, 
ounces. kz. 
1888-89 to 1892-93. . . 2... es ee, 40,096,167 11,219,088 
1808-94 to 1897-98. . . . 1... we ee 35,720,155 8,192,155 


(Computed from Indian Currency Committee Tables, No. 5.) 
t The average annual remittances from India, as shown by the drawings of 
the secretary of state, were as follows : — 


2008-60 00 1008-03 2. 0. 2 2 ww ee eee £15,816,344 
BOUB-O6 00 1007-08 0 ww ttt tte 13,874,603 


(Computed from Indian Currency Committee Tables, No. 9, Statement A.) 


tInpran Gotp Propucrtion. (Prrcreat Mrves.) 


Ounces. 
ESS eee 207,029 
es fat a iin lel omic 6 wa ig a 209,919 
eh a ee la ei yooh Sa 250,114 
SESS 5. Se a ae ee eae 321,878 
Tee e.g saa bam a ee 389,779 
0 AA Se ee 417,124 


(Commercial and Financial Chronicle, February 11, 1899.) 


$“* Gold is being abundantly mined, and its value in terms of silver and 
commodities (including a monopoly rupee) falling. I regard the cheapening of 
gold as the real cause of the improvement in exchange.’’ Unsigned article in 
the Zconomic Journal for December, 1900, p. 456. 
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The movement of the rate of discount in the Indian 
banks during these years has frequently been given an 
undue significance in this connection. The general ten- 
dency of the rate was upward between 1895 and 1898, the 
years in which the rupee exchange was rising ; and the rate 
rose as high as 12 per cent. in the Presidency Bank of 
Bengal early in 1898, just when the rupee exchange was 
approaching its maximum. This indicates very little for 
our purpose, however; for a high rate of interest only 
means a shortage of loanable capital, and may result from 
many other causes than a contraction of the currency.* 
As a matter of fact, the Bank of Bengal had charged as 
much as 12 per cent. several times in the years preced- 
ing the closure of the mints, when there was no such ques- 
tion of contraction.{ But, on the other hand, while it 
must be admitted that a high interest charge is in no case 
evidence of contraction, it is altogether possible that such 
a stringency in the loan market, though perhaps due pri- 
marily to other causes, should be intensified and accentu- 
ated by a growing scarcity of the currency ; and it is not 
improbable that the extraordinarily high average of the 
interest rates in 1897 and 1898 was partially due to this 
cause. 

A more convincing indication that a comparative con- 


* For an explanation of the stringency in the Indian money market during 
the year 1897-98, see the Report of the Indian Currency Committee, §§ 20-23; 
also, Mr. J. F. O’Conor’s Review of the Trade of India in 1898-99, pp. 3, 4, 
and the testimony of Sir James L. Mackay before the Indian Currency Com- 
mittee, Questions 286, 287, 687, 704-712, 754, 777, etc. « 


t The following ave the maximal and average rates of discount demanded 
by the Bank of Bengal during the years under consideration. It will be seen 
that both in 1889 and in 1890 a rate as high as 12 per cent. was asked. 


Maximum. Average. Mazimum. Average. 
1889. . . 12percent. 7.0percent. 1894. . . 10 percent. 5.3 per cent, 
mm. ..h™®™ —- = Bese s FP ®@ 43“ & 
101... 4 # — Bese . Be © 67 « «8 
me... B* oe“ « ncn ss DBO F =e s 
mee ae FS 496 « Ms. <«s DBS © aoe « 


(Indian Currency Commission, Appendices 13-15.) 
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traction did take place after 1893 is presented by the 
coinage statistics of the period. We know that during 
the twenty-five years preceding the closure of the mints 
the annual coinage of rupees from bar silver had averaged 
more than sixty-six millions, and that during the last 
decade of unrestricted coinage the annual average was 
above eighty-four millions. Even if we make avery large 
allowance for the reappearance of hoarded rupees after 
1898, this certainly indicates a distinct reduction in the 
annual additions to the currency during the years when 
the rupee was rising. There is no evidence of any corre- 
sponding diminution in the growth of monetary needs 
during the same years. Indeed, there are indications that 
the demand for rupees was actually enlarging at a more 
rapid -rate than usual. In addition to the increasing re- 
quirements of population and of trade, there was an ex- 
traordinary drain of rupees “ to the interior of the country 
for the purposes of famine relief, for the purposes of mili- 
tary operations on the frontier, and for the purpose of 
railway construction.” * It would appear, then, that the 
currency was not increasing as rapidly as formerly, al- 
though the demand for it was increasing more rapidly ; and, 
if this be true, it would seem to imply, although the con- 
clusion is not unavoidable, that a relative reduction in the 
currency had been taking place. 

Such a reduction, we can see, would have tended to 
raise the value of the rupee in terms of gold as well as in 
exchange for ordinary commodities. But, as it would be 
obviously impossible to estimate the extent of this currency 
contraction, so it would be equally impossible to measure 
the degree of its influence upon the rupee exchange. We 
cannot even ascertain the relative importance of contrac- 
tion as compared with the other factors which have been 

*Mr. O’Conor attributes the rise in exchange primarily to this diversion 
of rupees from the commercial centres to the interior of the country. Indian 


Currency Committee, Minutes of Evidence, Question 989. See also Mr. 
O’Conor’s Review of the Trade of India in 1898-99, pp. 3, 4. 
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mentioned. We simply know that these various causes 
were operating, but there is no possible way of dividing the 
total rise in the rupee exchange among them. 


The story of more recent currency legislation in India 
can be told in a few words. The Indian government 
after 1898 did not vacillate with regard to the policy 
then adopted. When asked in the autumn of 1897, at 
the behest of the Wolcott commission, if they were will- 
ing to reopen their mints to the free coinage of silver in 
case of a similar agreement on the part of certain other 
countries, they expressed their “unanimous and decided 
opinion” that such a procedure would be “most un- 
wise”; and early in the following year, when the rupee 
was approaching very near to the maximum value of 16d., 
they petitioned the home government for further legisla- 
tion which would render definitive the policy initiated in 
1893, and would complete the establishment of gold as 
standard. The whole question of Indian currency reform 
was then once more submitted by the home government 
to a committee of distinguished English officials and 
financiers, this time under the leadership of Sir Henry H. 
Fowler. They collected a wide range of testimony, ex- 
amined as many as forty-nine witnesses, and only reported 
their conclusions in July, 1899,* after more than a year’s 
deliberation. The committee concurred in the opinion 
of the Indian government that the mints should remain 
closed to the unrestricted coinage of silver, and that a 
gold standard should be adopted without delay ; + and to 

* The report, with Minutes of Evidence, Appendices, etc., including in all 


more than eight hundred pages, is to be found in the following British docu- 
ments: C. 9037 ; C. 9222; C. 9376; C. 9390. 

t Several witnesses of high authority, however, who testified before the 
committee, were seriously opposed to the policy that was finally adopted. Sir 
John Lubbock, Sir Robert Giffen, Sir Forbes Adam, Lord Aldenham, Mr, 
Robert Barclay, and others urged that India should abandon all idea of a gold 
standard; and a number of them — notably, Sir Robert Giffen — desired that 
the Indian mints should be reopened at once to the free coinage of silver. 
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this end they recommended (1) that the British sovereign 
be given full legal tender power in India, and (2) that the 
Indian mints be thrown open to its unrestricted coinage. 
These recommendations were acceptable to both govern- 
ments, and were shortly afterwards translated into laws, 
The act making gold a legal tender was promulgated on 
September 15, 1899; and preparations were soon thereafter 
undertaken for the coinage of gold sovereigns in the mint 
at Bombay.* 

Both gold and silver are, therefore, now a legal tender 
in India; but gold is really the standard, for it alone is 
freely coined, and it alone circulates at its metallic value. 
The silver rupees still form the usual currency, and they 
have full liberative power; but, as we have seen, they 
circulate at much more than their actual value, being ac- 
cepted as equivalent for gold at the ratio in units of 
weight of about 22 to 1, while the market ratio of silver 
to gold is as 832 to 1. Silver, therefore, has ceased to serve 
as standard; and the Indian currency system of to-day may 
be described as that of a “limping” gold standard similar 
to the systems of France, Germany, Holland, and the 
United States. 

Before turning to consider the unsolved monetary 
problems which India has still to face, some account must 
also be given of the Indian paper currency. The present 
system of currency notes was instituted in 1861, when the 
privilege of issue was withdrawn from the chartered 
banks of India, and conferred upon a specially organized 
Government Department of Public Issue, which was 
modelled on the general lines of the Issue Department of 
the Bank of England. This government department is 
only allowed to issue notes in exchange for coin or bull- 
ion ; and it is obliged to retain the coin and bullion as a 
covering for all notes, except that a certain fixed amount, 

*It appears, however, that no gold coins have yet (April, 1901) been struck 


at the Indian mints, the coinage of sovereigns for India still taking place in 
the London and Australian mints. 
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as in England, can be invested in government securities. 
The maximal limit for the uncovered issue, which is sup- 
posed to represent the amount of notes that will always 
be outstanding, was placed in 1861 at four crores, or forty 
million rupees; but it has been raised from time to time, 
until now a fiduciary issue of 100 millions is allowed.* 
According to the provisions of the Act of 1861, notes 
could be issued against gold as well as against silver; but 
never until within the past two years has gold figured 
to any considerable extent in the currency reserves. 
Between 1865 and 1876 a very small amount of paper — 
an average of perhaps one-eighth of 1 per cent. of the 
total note issue— was based upon gold; but thereafter, 
while the ratio between the metals was rising, gold ceased 
to be used at all as a basis for the notes, and during 
twenty-two years no gold whatever was recorded in the 
reserves. The notification of June 26, 1893, as we have 
seen, provided for the issue of currency notes in exchange 
for British gold at the rate of fifteen rupees for a sover- 
eign (i.e, a rupee for 16d.) ; and early in 1898, when the 
market value of the rupee had risen to that level, gold 
began once more to be presented to the treasury in ex- 
change for notes. It will be remembered that the govern- 
ment had also pledged itself in 1898 to give rupees for 
gold to any amount at the same rate. This was certain 
to accelerate the substitution of gold for silver in the 
government reserve, as soon as the rupee rose to the pre- 

*The notes are issued at present by government commissioners in eight 
different districts, four ‘“ circles” and four ‘ sub-circles,’’ and are a legal ten- 
der only within the circle where they were issued. They are, however, current 
to some extent in the other circles as well ; for they are everywhere received, 
at the offices of the post and of the railways, and can be tendered at any gov- 
ernment bureau. In denomination they range all the way from 5 rupees to 


10,000, the larger notes being commonly used for bank reserves. 
The maximum of the fiduciary issue has been increased as follows : — 
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scribed rate. But, further, in January, 1898, the govern- 
ment took another step in the same direction. “In order 
to afford a means of relief to the severe stringency ” then 
prevailing, an act was passed providing for the issue of 
notes in India upon the basis of gold deposited in London, 
without requiring its actual transmission to India. In 
pursuance of this act the home government announced 
that, until further notice, it would sell telegraphic trans- 
fers on India at a rate not exceeding 1s. 4,4,d. for the 
rupee. Ina word, the Indian government had offered in 
1898 to give rupee notes or silver rupees to any amount 
in exchange for gold at the rate of fifteen rupees for a 
sovereign ; and now, in 1898, it offered even to issue the 
notes against gold deposited in London. 

The actual consequences of these provisions appear 
scarcely to have been foreseen by any one. It was every- 
where regarded as desirable, in order to keep the rupee 
exchange at a steady level of 16d., that the government 
accumulate some sort of a gold reserve, which could be 
drawn upon whenever exchange tended to fall below that 
level. To this end the Indian officials in their despatch 
of March 8, 1898, had even proposed to secure gold by 
borrowing from abroad,—a proposition which was firmly 
negatived by the home government. With the improve- 
ment in exchange, it now seemed probable that the govern- 
ment would automatically obtain possession of a moderate 
amount of gold in return for its notes and silver. Few, 
however, had apprehended a deluge of the yellow metal. 
Gold made its first appearance in the currency reserve 
modestly enough early in 1898. Throughout that year 
there was no noteworthy increase in its volume; and at 
the close, on December 31, 1898, the gold in the re- 
serve amounted only to about 34 millions, while the 
silver reached a total above 148 millions. It was with 
the turning of the year that an unprecedented and 
unexpected movement began.* The rupee exchange 


*See Appendix, Table IT. 
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rose for a time somewhat above 16d., and gold im- 
mediately commenced to displace the silver in the 
reserve on a very large scale. By the end of 1899 the 
proportions of gold and silver held in the reserve had be- 
come almost equal; and a few months later the stock of 
gold amounted to almost four times as much as the hold- 
ings of silver. On the last day of April, 1900, nearly 142 
million rupees were held in gold and only 87 millions in 
silver. Throughout the year 1899 the demand for drafts on 
India had continued very strong in England. It exceeded 
the total amount of council bills which the government had 
to offer to cover the home charges. In the end, early in 
November, 1899, it even exceeded the available cash in the 
Indian treasury; and the government found it necessary 
to set aside a portion of the gold received in London for 
drafts on India as a reserve against the currency paid out 
in India to meet these drafts. In other words, the govern- 
ment finally began to issue notes upon the basis of gold 
held in London, as had been permitted since January, 
1898. During the last week of October, 1899, about 
£100,000 in gold — the equivalent of 14 million rupees 
—was set aside, or “ear-marked,” in the Bank of Eng- 
land to cover currency issued in India; and this amount 
had increased by February, 1900, to £1,500,000,— a sum 
sufficient to meet an issue of 224 million rupees.* 

The transformation in the content of the note reserve 
which had taken place within the lapse of a single year was 
really startling. In the beginning of January, 1899, the 
gold held as reserve against the note circulation amounted 
only to about one-thirtieth of the silver ; but in April, 1900, 
as we have seen, counting the gold “ ear-marked ” in Lon- 
don, it aggregated a total nearly four times that of silver. 

* Notes were issued in India against gold in London only during the 
period of ten months, from November, 1899, to September, 1900. The amount 
of gold so ‘ear-marked” in the Bank of England remained £1,500,000 


until May, 100, then gradually decreased, until the last instalment was with- 
drawn late in August. 
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Gold, in fact, had displaced silver to such an extent as 
actually to prove an embarrassment; and, in the words of 
the finance minister, the government had been “ nearly 
swamped” by it. The total issue of notes now amounted 
to almost 280 millions, while the stock of silver had 
dwindled to 37 millions. It was a serious question whether 
the treasury could much longer meet the demand for 
rupees in exchange for gold and notes. The government 
had already felt itself obliged to take steps to check 
further additions to its holdings of gold and to increase its 
holdings of silver. On January 10, 1900, the home office 
had withdrawn its offer to sell telegraphic transfers on 
India at a rate not exceeding 1s. 4,4,d., and raised its 
selling terms for a time to a rate as high as 1s. 48d., which 
was practically prohibitive except for remitters who had 
no choice.* In February the government began to em- 
ploy a part of its stock of gold in the buying of silver 
for coinage. For this purpose it used its balance of 14 
millions in the Bank of England, and also remitted from 
India £3,500,000. These were the first silver purchases 
made since 1893; but by September, when the last of the 
gold “ear-marked ” in the Bank of England had been re- 
leased, a stock of silver had been bought sufficient to coin 
eighty-five million rupees, or an amount somewhat in ex- 
cess of the average annual coinage during the decade 
before the closure of the mint. In the months which have 
succeeded, additional purchases of silver have been made, 
sufficient to bring the total by the end of March, 1901, to 
52 million ounces, or the equivalent of 140 million rupees.t 

* For an explanation of this action see East India Financial Statement for 
1900-1901, §§ 32, 33. 

t The total of rupees coined on government account during the fiscal year 
1900-1901 reached an amount in excess of 130 millions. It has been decided 
that the profit on coinage due to the difference between the actual cost of the 
rupee and its issue price in the form of currency shall be set apart as a sort of 
safety fund, to be used in case of necessity for the maintenance of the rupee 


exchange. The total profits for the year amounted to £2,900,000, which was re- 
mitted to London for investment in consols. Economist, April 20, 1901, p. 578. 
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With these large additions to the silver currency, the pro- 
portion of silver in the note reserve has materially im- 
proved ; andin March, for the first time in fifteen months, 
the silver holdings were equal to the holdings of gold. 
On March 81, 1901, the reserves consisted of 112 millions 
in silver and 86 millions in gold. 

Meanwhile various efforts were made to get some of 
the government’s stock of gold into circulation. It was 
decided that £5,000,000 was a sufficient reserve for all 
probable contingencies; and, as a tentative measure, the 
proposal was made to pay out any gold in excess of that 
amount. Instructions were sent to the more important 
currency offices to tender gold to all presenters of notes, 
and only to give rupees when they were preferred. Later 
the post-offices in the Presidency towns and Rangoon were 
instructed to give gold in payment of money orders, and 
the three Presidency banks were requested to issue 
sovereigns in making payments on government account.* 
The salaries of many officials thus came to be paid in gold, 
and government checks came to be cashed in the same 
metal. These efforts appear as yet to have only met with 
a very moderate degree of success. The issues of sover- 
eigns were “not inconsiderable,” ¢ and were accepted, at 
least in the Presidency towns, without much friction or 
complaint; but a large proportion of them rapidly “re- 
turned to government through the currency offices and 
the Presidency banks.” Recipients of sovereigns always 
had the privilege of exchanging them for rupees at the 
currency offices, and many appear to have done so. Thus 
throughout the year 1900, notwithstanding the varied and 
persistent endeavors of the government to get rid of gold, 

* For an account of the measures actually taken toget gold into circulation, 
see the Report of the Indian Currency Department for the year ending March 
31, 1900; also, the statement of Mr. Clinton Dawkins, the finance minister, in 


introducing the Indian budget, in the East India Financial Statement for 1900- 
1901, § 31. 


t Report of the Indian Paper Currency Department for 1899-1900, § 11, 
published as a Supplement to the Gazette of India for September 1, 1900. 
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the quantity of that metal in the note reserves was only 
very gradually reduced. Up to the present (April, 1901), 
as far as can be calculated, about £3,000,000 in gold has 
been gotten into so-called circulation; but there appears 
to be some difference of opinion as to whether much that 
has been so taken is really doing the work of money. 
Part, it is said, “has been hoarded, and part used in the 
arts; and part (a small part) has circulated for a very short 
time. People find it convenient for railway journeys, and 
in the large cities it is to some extent used in paying 
bills ; but the people have not yet got used to using gold 
as money.” * 


Looking back over the two years 1899 and 1900, it will 
be seen that during that time the circulation of India 
absorbed no less than 200 millions of rupees. Approxi- 
mately, 100 millions of rupees were released from the cur- 
rency reserve by the substitution of gold, and another 100 
million rupees were coined from the newly purchased 
silver. In other words, the average increase in the rupee 
circulation during the past two years has considerably ex- 
ceeded the average increase during the years of free 
coinage. 

The explanations offered for the flow of gold to India,t 
for its influx in the currency reserve, and for the expan- 
sion of the silver currency, are in many respects akin to 
the explanations given for the rise in the rupee exchange, 
which we considered earlier in the paper. In fact, it was 
the continued rise of the exchange and its final mounting 

* This is the statement of Mr. A. F. Cox, the head commissioner of the 
paper currency department, in a letter dated April 15, 1901. 

t The net imports of gold into India during the past six years have been 
as follows: — 


ee ee ee ee £1,683, 968 
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above the prescribed maximum* which induced these 
movements of the two metals; and, just as opinions dif- 
fered with regard to the causes of the rise in the rupee to 
16d., so they have also varied in interpreting its rise above 
that level. On the one hand, the situation is ascribed to 
the growing scarcity of rupees, taken in connection with 
an increasing demand for them up-country for the relief 
of the famine and the plague, and an unusual need for 
them in Burma, because of the exceptionally heavy rice 
crop. On the other hand, it is attributed to favorable 
trade balances with gold-using countries, and to the heavy 
inflow of capital due to the greater confidence felt by 
European capitalists in the maintenance of the exchange.t 
The facts at present available do not justify a discrimination 
between these two sets of influences; but it is probable 
here, as in the former case, that both have co-operated to 
produce the actual situation. The rise of the rupee up 
to and, finally, above 16d. has been due, it would appear, 
to the concurrence of a number of circumstances, of 
which an important one has been the contraction of the 
rupee currency relative to the requirements for it, The 
experience of the Indian rupee has thus in many respects 
been similar to that of the silver gulden in Holland after 
the closing of the mints in 1878, to that of the Austrian 
florin after the suspension of silver coinage in 1878, and 
to that of the Russian rouble after the closure of the 
mints to silver in 1898. 


The adoption of the gold standard in India was accom- 
panied on many sides by very gloomy predictions,f yet 


* Consult Table II. and appended diagram. 

t See, for example, the budget speech of Mr. Clinton Dawkins, the finance 
minister, in the East India Financial Statement for 1900-1901, § 30. 

See also the Statist for February, 1900. 

¢Mr. Moreton Frewen, in a letter published in the New York Herald of 
August 4, 1899, declared that ‘‘the whole scheme is preposterous, and must 
break down. ... This no intelligent student of the currency questions for a 
moment.”’ 
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for more than three years the course of the exchanges has 
realized the most sanguine of expectations. The rate of 
exchange between rupees and gold has remained unaltered 
in India, and rupee quotations in England have not varied 
outside of the shipping points from 16d. The question 
remains, nevertheless, whether this stability is perma- 
nent, whether all danger of a reversal of the ratio is 
past. It has been suggested that the silver coins, which 
have been flowing to the interior in recent years on 
account of the famine and the plague and railway build- 
ing and frontier defence, may some time flow back in such 
large quantities as to go to a discount,* or that some 
time there may occur a general failure of the crops, by 
reason of drought or war, or otherwise, and that this 
might result in a general lack of exports, and so involve 
a depreciation of the rupee, on account of the necessity of 
securing gold to settle the foreign balances.t It is often 
urged that further legislation is therefore necessary, and 
it has been claimed by some that the silver rupee will 
never be thoroughly secure until it is made convertible 
into gold. Many of the witnesses before the Indian Cur- 
rency Committee developed plans in this direction. Mr. 
A. M. Lindsay, Mr. Leonard Darwin, and Mr. H. L. Ra- 
phael, all proposed, in one way or another, to make the rupee 
convertible into drafts on a sterling fund located in Lon- 
don. Lord Farrer, Lord Rothschild, and others even fa- 
vored the absolute convertibility of the rupee and its direct 
redemption in gold by the Indian government,— a pro- 
posal which was the prototype of the currency bills intro- 
duced in the American House of Representatives during 
the last session of Congress. 

Any such scheme, obliging the government to give gold 


* This is suggested among others by Sir Robert Giffen in the Economic 
Journal for June, 1900, p. 283. 

t See the testimony before the Indian Currency Committee of Mr. Leonard 
Courtney (Question 13012); Sir J. L. Mackay (Questions 101-104); Mr. A. 
Arthur (Questions 1876-1843) ; and Lord Farrer (Question 12203). 
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for rupees, would evidently involve an immense and very 
serious financial risk to the government,—a risk of a sort 
that no other government has ever assumed ; and the Cur- 
rency Committee of 1898-99 plainly disapproved of the 
idea. They expressed the opinion that the value of the 
silver currency could be adequately maintained in India, 
as elsewhere, by the simpler expedient of limiting its 
quantity; and, as regards convertibility, they contented 
themselves with the vague recommendation that the gov- 
ernment hold its gold “freely available for foreign remit- 
tances, whenever the exchange falls below specie point, 
. .. under such conditions as the circumstances of the time 
may render desirable.” Whether this policy of limited 
issue and optional convertibility is adequate to insure the 
rupee against loss, experience alone can show. It is the 
policy which has been thus far successfully pursued in 
many other countries,— notably, France, the United States, 
Germany, and Holland, in each of which large amounts of 
silver of unlimited tender power are current, but without 
the government being under any legal obligation to give 
gold for iton demand. The situation in India to-day, it 
must be admitted, is somewhat less favorable to the main- 
tenance of the parity than in these other countries, because 
there is as yet very little gold actually in circulation, and 
the whole outflow of gold necessary to check a sinking 
exchange must therefore come from the reserves of the 
government and of the banks. But, as more and more 
gold is gotten into the currency, the supply will be greater 
upon which to rely in case the exchanges should tend to 
fall; and the rupee is destined to become increasingly 
secure. This is unquestionably one of the reasons why 
the Indian government has been doing everything in its 
power during the last two years to secure a more general 
use of gold as money throughout the country. And for 
the same reason various other arrangements looking to 
this end, such as the payment of “ country” money orders 
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in gold, the withdrawal of the five rupee and the ten rupee 
notes, and the requirement that certain taxes be paid 
partly or wholly in gold, have been proposed. 

It was suggested by Mr. E. A. Hambro, in a report sub- 
sidiary to that of the committee of 1899,— and has been 
several times suggested since then by government officials, 
— that a strong centralized bank would greatly assist in 
the maintenance of the exchanges. “Working under 
proper currency regulations, such a bank would be likely 
to carry them out,... in a more effective way, and 
in @ manner more in harmony with the trade wants of the 
country, than any government department, however well 
administered.” * If the gold reserves of the country were 
concentrated in one great national bank, as they are in Ger- 
many and France and England, it is claimed that fluctua- 
tions in the exchanges and the inflow and outflow of the 
metal might be controlled to a considerable extent. In ab- 
normal times such an institution could help to steady the 
rupee value by borrowing in the London money market, 
which the Presidency banks are at present legally debarred 
from doing, or by selling exchange on its agents in other 
countries at lower rates than those dictated simply by con- 
siderations of temporary individual profit. It might also 
counteract tendencies leading to an unfavorable exchange 
by raising its rate of discount, or it might check the out- 
flow of gold by charging a premium, as in the Bank of 
France, on bars and foreign coin. Mr. Hambro’s recom- 
mendation of a central bank, though approved by the 
Indian government, which showed a disposition at first to 
precipitate its adoption, was very coldly received by the 
three Presidency banks which it was proposed to amalga- 
mate,t and as a consequence is still hanging fire. 

The two attributes most commonly predicated of an 


* Report of the Indian Currency Committee, 1899, p. 22. 

t For a discussion of some of the objections to the scheme, see the Economic 
Journal for December, 1900, p. 461, and the Economist for 1900, pp. 35, 113, 
and 1272. 
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ideal currency are security and elasticity. We have seen 
in what respects the Indian currency is deficient in the 
former quality, and have taken a cursory glance at the 
various plans proposed to remedy the defect. It remains 
now to consider how far the currency system meets the 
second test. India has been described as “ essentially a 
country of seasonal trade.” Her products are in the main 
agricultural,— rice, cotton, wheat, opium, jute, seeds, tea, 
and the like—and her monetary demands consequently 
vary with the moving of these crops. She has her 
busy seasons and her dull seasons, and this means that she 
stands in peculiar need of a flexible currency. From what 
has already been said, we are now in a position to see how 
far the Indian monetary system is responsive to these 
fluctuations in the demand. 

As for the coinage system, it probably presents a greater 
measure of elasticity than is commonly supposed. The pro- 
vision under which the government is bound to give rupees 
for gold at the rate of 16d. per rupee leads to an expan- 
sion of the currency in any period of prolonged strin- 
gency, through the importation of gold. And, although 
these rupees are not available for foreign export, because 
of their monopoly value, they will be automatically con- 
tracted when excessive so long as the government main- 
tains the policy of giving gold for notes to meet any 
genuine demand for foreign remittances. The coinage sys- 
tem, therefore, according to present arrangements, can never 
become permanently contracted or permanently redundant. 
The adjustment of its quantity to changes ‘in commercial 
needs will be more direct, and possibly somewhat more 
rapid, when gold has actually gotten into circulation. 
With gold current in India, in the event of scarcity supplies 
of the metal will probably be more readily attracted from 
abroad, because gold can be made immediately available for 
currency purposes, and because there will be less question 
about the possibility of getting it back without loss when 
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desired. In the event of redundancy, too, gold will flow 
more freely abroad, both for the latter reason and because 
its acquisition will not depend alone upon the condition and 
policy of the government treasury. In other words, as gold 
is worked into circulation in India, the monetary system 
will become somewhat more elastic as well as more secure. 

At best, however, the expansion and contraction of the 
currency through the inflow and outflow of coin is a slow, 
expensive, and very imperfect method of meeting fluctua- 
tion in local conditions of trade, especially in the case of a 
country like India, which is so far removed from the 
world’s financial centres. One turns naturally to the 
banking system and to the paper currency in looking for 
the elastic factor which will respond easily to frequent 
temporary changes in local currency needs. 

Banking in India, except in the great commercial centres, 
seems to have retained a very primitive character, and does 
not furnish any such substitute for money as the check 
and deposit system of English and American banks. 
There is a great amount of money lending, but only small 
use of credit, in the stricter sense of the word. It is said 
that every native of India who possesses money is a money 
lender, but there are few institutions which create and lend 
credit and conduct a business that avoids the use of money 
like that of the banks in Anglo-Saxon communities.* 
Loans and deposits alike originate in cash transfers, and 
the deposits are generally on time and seldom subject to 
withdrawal by check upon demand. Even in the Bank of 
Bengal, “ as a rule, deposits are lodged for six or twelve 
months.” Plainly, under such conditions, “banking,” no 
matter how far extended, offers little real addition to the 
means of payment in a community, and fails to furnish a 
flexible mechanism of exchange such as we are accustomed 
to associate with the banking system. 

*See the testimony of Mr. A. M. Lindsay, who has been in the service 


of the Bank of Bengal for twenty-nine years. Indian Currency Committee, 
Minutes of Evidence, Questions 3611-3617. 
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Nor are any self-adjusting elements contributed by the 
paper currency of India. The notes have always been 
unpopular with the natives. They do not circulate at all 
outside of the Presidency towns and other large trade 
centres,* and they are consequently quite unavailable to 
meet the trade demands of the interior for the moving of 
the crops. The question as to how the notes may be ren- 
dered more popular is one of those most actively discussed 
to-day by Indian officials. It has been suggested that 
they would be more willingly accepted if the government 
were to undertake to encash them at any of its two hun- 
dred and sixty odd treasuries, the assumption being that, 
the more readily such a currency will be taken back, the 
more easily it can be gotten out. The proposal, however, 
to cash notes at any bureau over an area as great as that 
of India involves one obviously serious difficulty,— that 
of foreseeing at two hundred and sixty widely scattered 
places just what the demands will be and at just which 
bureaus they will arise. It seems scarcely probable that 
the government will see fit to assume such a burdensome 
obligation. But, even were the difficulty surmounted and 
paper money were to become universally acceptable, the 
rigidity of the currency system would be but little affected, 
unless some still more radical change were made in the 
conditions of issue. At present the paper issues are in- 
flexibly restricted in amount. Since 1861 the banks have 
not had the right to issue notes, and the notes of the 
government can only be increased as cpin is withdrawn 
from circulation. The only exception to this statement 
is furnished by the provisions of the Gold Note Act of 
1898, which allow the issue of notes, not only against 
gold withdrawn from circulation, but also against de- 
posits of gold in London. Such issues, however, are 
not made upon fixed terms, and so are virtually at the 
option of the government, which may raise the price 


* Indian Currency Committee, Questions 4163, 12638. 
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of issue at any time to such a point as to be practi- 
cally prohibitive. Several writers have suggested that 
this method of issue would be more effective if the terms 
were definite and invariable. It has been repeatedly 
proposed, too, that the provisions of the act should be 
extended to the leading Australian cities, so that an 
exchange bank could deposit gold in Melbourne or Syd- 
ney or Perth as well as in London, and receive therefor 
rupee notes in India. 

The situation is rendered more difficult by the fact 
that the Indian government maintains a separate treasury 
system which quite frequently, as in the United States, 
withdraws considerable sums from circulation, and locks 
them up at the very time when the country’s need for 
currency is most acute.* Taxes grow more productive 
and the treasury surplus inevitably tends to expand when 
business is active; and both tend to contract when trade 
is dull, which means that the expansions and contractions 
in the volume of the treasury’s inactive reserves are di- 
rectly contrary to the changes in the needs of trade. In 
the spring, which is the busy season and the time when 
the country’s currency demand is greater, the government 
is likely to hold larger balances than in the monsoon, 
which is the dull season, although it ought to follow ex- 
actly the opposite programme. It is true that the officials 
do what they can to relieve any stringency for which the 
system is responsible, and endeavor to place the govern- 
ment balances at the disposal of the public. During the 
busy season the Indian Council always enlarges its offers of 
bills and telegraphic transfers; and the market, therefore, 
if willing to pay the price demanded, can avail itself of the 

* For an account of the way in which the government funds are distributed 
between its reserve treasuries in Calcutta, Madras, and Bombay, and the two 
hundred and sixty other government treasuries, on the one hand, and the Presi- 
dency banks, with their branches, on the other, and for an explanation of the 
reasons for the establishment of the independent treasury system in India, con- 


sult the evidence taken before the Indian Currency Committee, Questions 
5665-5673, 5478-5481, and the Economic Journal for December, 1900, p. 462. 
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greater part of the surplus. The balances are made avail- 
able to the public also as a means of transferring money 
from one part of India to another.* The government, 
having resources distributed among more than two hun- 
dred and sixty different treasury bureaus in all parts of 
the country, is in a position to render great assistance in 
the making of remittances. By substituting a reserve in 
the one place for a reserve in the other, it can effect trans- 
fers from Presidency to Presidency and from district to 
district ; and it does this for banks and the public at large 
so far as it conveniently can.t Notwithstanding, however, 
all of these arrangements to utilize the balances, the money 
accumulated by the government cannot be as serviceable 
for currency purposes as it would be if left in circulation 
or in the banks; and it must be evident that the rigidity 
of the Indian currency is aggravated to a considerable 
extent on account of this separate treasury system. 

The most pressing problem, then, which those in charge 
of the Indian currency have before them to-day is how to 
render the system more flexible and more responsive to 
changing commercial needs. Whether the practical diffi- 
culties in the way of a great central bank can be overcome 

*‘*'The place where the cash or currency note reserve shall be stored is 
not declared by statute; and, in consequence, much of the remittance business 
of the government and commerce is affected by the manipulation of this re- 
serve. Thus suppose government has in its treasury balances at A a lakh of 
rupees which it wants at Calcutta, the treasurer at A locks it up and credits a 
lakh to the currency reserve, and the currency department at Calcutta pays 
over a lakh to the Calcutta treasury. So, again, if A wants its lakh back, any 
treasury which has a lakh to spare transfers it in its*books from treasury to 
currency, and A releases its own lakh for its own use by crediting treasury and 
debiting currency. These operations are often on a large scale.’’ Economic 
Journal, December 1, 1900, p. 464. 

t “‘ Trade demands for coin arise at different times in the year at different 
Provinces. Thus from December to March Burma wants about Rs 80,000,000 
to finance the rice crop of that country, and coin has to be moved there for that 
purpose. About April a demand arises in the Punjab and the North-west Prov- 
inces of India, and coin has to be sent there. The cost of moving the coin is 


recovered at present from traders by charging a premium on bills payable at 
the busy trade centres.” Letter of Mr. A. F. Cox, head commissioner of the 


paper currency. 
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—and a partial solution of the problem may be found in 
the establishment of a Bank of India which will take 
charge of the government balances, and will manage the 
paper currency under less rigorous restrictions —or 
whether relief will be found in some provision which will 
allow the government itself a larger freedom in its note 
issue, it is impossible at present writing to predict. In 
any case, the difficulties will never be wholly resolved 
until banking habits have further developed, and the 
notes have obtained a wider acceptance. 


A, Pratt ANDREW. 


HARVARD UNIVERSITY. 
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APPENDIX. 


TABLE I. 


VALUE IN PENCE OF THE RUPEE AND OF THE SILVER CONTAINED IN 
THE RUPEE. 


The following table shows (1) the annual average price in pence of the 
rupee as shown by the rate for bills and telegraphic transfers on India and 
(2) the average metallic value of the rupee calculated from the price of silver 
in the London market. 

The price of India bills is averaged for the fiscal year beginning April 1, 
the price of silver for the calendar year. 





Exchan, Metallic Exchange| Metallic 
value 0: value of value of | value of 


rupee. rupee. rupee. rupee. 








d. d. 
22.7 i < « 20.5 
22.7 P< 3 20.8 
22-5 Bm 3a 19.8 
22.8 a 20.0 
22.8 ar 19.9 
22.8 ee 19.9 
22.8 oe 19.5 
°° 19.5 
22.8 > « 19.3 
23.0 oe 18.2 
22.9 noe he 17.4 
22.6 ie 16.9 
22.8 ae. 3 16.4 
22.8 ee i 16.5 
22.8 oe 18.0 
22.7 a 16.7 
22.7 i ie 15.0 
22.5 a 14.5 
22.5 red 13.1 
22.5 “es 13.6 
22.5 —. 14.4 
22.5 . 15.3 
22.4 a 16.0 
22.0 ab * 16.0 
21.6 °° 
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This table shows the amount of the note circulation and the composition of 
the reserve on the last day of each month, and the average monthly rate for 


TABLE II. 
Inpian Paper CURRENCY. 


telegraphic transfers on India during recent years (in millions of rupees). 





RESERVE HELD AGAINST THE 
NoTE CIRCULATION. 

















’ Ave 
Gross monthly 
—_— Je ie 
Gov't. . egraphie 
Bilver.| Gold. Gold in| seen- transfers. 
Londen. rities, 
March, 1896 . 179 Nil Nil 80 259 14.38 
March, 1897 . 137 = . 100 237 15.08 
March, 1898. . 145 2 “ 100 247 15.78 
December, 1898 . 148 3 bad 100 252 16.00 
1899 
January .. 152 5 Nil 100 257 16.12 
February . . 146 17 e 100 262 16.06 
March... 151 30 sa 100 282 16.02 
a—_ . a2 146 34 - 100 280 16.00 
en 2 “ee 148 34 « 100 282 15.96 
June. ‘ 156 35 e 100 291 15.97 
July. . ‘ 157 35 « 100 293 15.98 
August. . . 149 38 “ 100 288 15.97 
September ° 137 39 “ 100 276 16.05 
ber ° 123 52 1.5 100 277 16.12 
November ° 101 61 11.2 100 273 16.11 
December. . 83 68 11.2 100 263 16.07 
1900 
January .. 68 81 22.5 100 272 16.17 
February . . 49 101 22.5 100 278 16.09 
March... 52 112 22.5 100 287 16.02 
-_ es 37 119 22.5 100 279 16.03 
YW. 26 ee 47 124 15. 100 286 16.03 
GMO. ss 69 127 7.5 100 304 16.03 
70 130 7.5 100 308 16.00 
August . ‘ 58 126 Nil 100 284 15.97 
September . 53 130 - 100 283 16,03 
October ° 64 119 7 100 283 None sold 
November e 69 114 ” 100 283 a - 
December. . 67 109 4.5 100 281 16.12 
1901 
January .. 76 117 Nil 100 294 16.09 
February . . 76 105 be 100 281 16.03 
arch... 112 86 * 100 298 15.97 





















































THE GENESIS OF THE UNITED STATES 
STEEL CORPORATION. 


THE consolidations in the steel industry of the Middle 
West, which were organized from 1898 to 1900, were 
generally regarded as industrial experiments, Their capi- 
talization was based upon the predictions of their promot- 
ers that the experiments would be successful. Those 
predictions much time would be necessary to justify. 
Meanwhile the steel trusts were exposed to great and 
evident dangers. Competition from new enterprises was 
everywhere threatened. The future relations between 
the enterprises themselves were by no means certain to 
be harmonious. The profits of the promoters and under- 
writers were known to be large. In short, the position of 
the steel trusts was essentially speculative,—a fact con- 
clusively proven by the sale of their stocks at low values. 
If the values of these securities were to be raised to an 
investment level and kept at that height, these doubts 
and apprehensions must be removed from the mind of 
the investor. This could be done in no other way than 
by the passing of dividends and the building up of a large 
reserve. 

The object of every corporate management should be 
to make its shares worth at all times their face value, If 
its position becomes so strong as to raise*the value of its 
shares to a level which returns to the buyer no more than 
the investment rate of interest; if, in other words, a stock 
paying 6 per cent. dividends commands an average price 
of 150,— then the acme of prudent management has been 
reached. In order that this strong position may be at- 
tained, it is of first importance that profits should be 
deferred, and that the corporation should always pay out 
less than it earns, in order that an adequate surplus re- 
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serve should be accumulated. The surplus reserve of a 
corporation is that part of its net earnings which is set 
aside before dividends are declared. The object of its 
accumulation is to provide a fund out of the large earn- 
ings of prosperity from which, in times of decreased earn- 
ings, sufficient can be drawn to maintain the dividend 
rate. The form of the reserve may be either cash, securi- 
ties, or investment in betterments and extensions. The 
availability of a reserve in the first two forms, to make 
good a decline of earning power, is evident. The value 
for the same purpose of capital construction out of earn- 
ings lies in the fact that, in times of depression, improve- 
ments and repairs can be postponed because of work done 
in former years. A larger percentage of net earnings can 
in this way, at such periods, be paid out in dividends, and 
the rate of dividend can be maintained. The effect of 
an adequate surplus reserve is thus to guarantee the 
dividend rate, and to cause the securities of the corpora- 
tion so protected to sell for prices equal to or greater than 
their face value. 

The amount of surplus reserve required to give this 
standing to a corporation varies with the nature of the 
business and naturally bears a certain proportion to capi- 
talization.* This proportion should be increased with 
the irregularity of earnings or of expenses. The business 
of transportation is held to be the most stable of all enter- 
prises. The proportion of surplus reserve demanded by 
the investors in a railway corporation, therefore, repre- 
sents the minimum requirements. Measuring from the 
railway as a standard, the proportion of reserve to capi- 
talization rises with the instability of the business and 
the irregularity of the demand for its products, The 
reserves of those corporations which manufacture the 
necessaries of life represent the minimum requirements 


*In the balance sheet of a well-managed corporation, quick assets will 
nearly equal current liabilities. The surplus reserve is therefore properly to be 
compared with the capital liabilities. 
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for this class. For example, the demand for sugar, flour, 
and oil varies but little; and the methods and processes 
involved do not require such constant change and im- 
provement as in the case of industries which produce 
silk goods, laces, patent leather, or perfumeries,— com- 
modities in which the popular taste is constantly chang- 
ing. Hence these industries have to provide every year 
large sums for machinery to meet the new requirements. 
The proportion of surplus reserve which is required by 
the investor is necessarily larger in the case of the second 
class of corporations than with those which produce the 
staple commodities. 

Iron and steel, although staple commodities, neverthe- 
less, from the standpoint of the surplus reserve which is 
necessary to sustain the dividend rate of corporations 
engaged in their production, belong to the class of com- 
modities whose demand is fitful and uncertain, and whose 
methods of production are constantly being revolution- 
ized. The surplus reserve of a steel company should, 
therefore, be larger in proportion to its average earning 
power than the reserve of a railway corporation, if its 
securities are to sell at investment prices. Only by the 
accumulation of a large proportion of surplus earnings in 
a form in which they can be got at on short notice, 
can a corporation engaged in the manufacture of steel 
guarantee to the investor that, if he buys its securities, 
his sleep shall be sweet. European manufacturers recog- 
nize this necessity. They are extremely cautious in the 
payment of dividends, and their depreciation accounts 
are generally large.* The conservatism of this policy is 
the more striking in its contrast with another practice 


*The Iron Age of February 17, 1898, says: “‘ A study of the reports of 
English and Continental industrial undertakings reveals that very large sums 
are annually written off from gross profits for depreciation of property, plant, 
patent rights, ete., this course being in some countries made compulsory by 
law, and that in good years very considerable amounts are transferred to 
reserve funds, nor are, in a good many cases, outlays for improvements 
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which prevails abroad, particularly in England, of charg- 
ing all railway betterments which result in increased 
earnings to capital account, and paying for such im- 
provements by the sale of stocks or bonds, the entire 
net earning being ordinarily distributed to stockholders. 
This contrast between the policy of foreign railways 
and of foreign manufacturing corporations confirms the 
conclusion already reached,— that unstable demand im- 
plies larger reserves, if an investment position is to be 
maintained. A large surplus reserve is of peculiar value 
when earnings are suddenly threatened by competition. 
During the brief interval when the conflict is raging, this 
storehouse can be drawn upon to sustain the dividend 
rate; and the corporation thus strengthened can sail into 
the safe harbor of a pool or combination with its credit un- 
impaired and its financial reputation intact, while a few 
passed dividends might have inflicted a damage upon its 
reputation which a long period of subsequent good con- 
duct might have difficulty in repairing. The American 
Sugar Refining Company, for example, has been able to 
beat off so many attacks without reducing, until recently, 
the rate of dividend upon its common stock, primarily be- 
cause its directors have set aside a reserve of 20 per cent. 
out of the earnings of monopoly with which to make good 
the losses of competition. 

The accumulation of a large surplus reserve by a new 
form of corporation is peculiarly essential during the first 
stages of its existence, if its shares are ever to command 
high prices. The new enterprise has its reputation to 
make. A certain amount of speculative promotion has 
usually attended its foundation. Its shares have in the 
first instance been sold at low prices, mainly to brokers, 


charged to capital account or represented by an enlargement of the funded or 
floating debt. They are very frequently taken from current earnings or 
drawn from special contingent funds. It is astounding how heavily gross 
profits are drawn upon, notably by Continental companies, before dividends are 
distributed to stockholders.” 
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on speculative orders. Conservative buyers hold aloof and 
await the development of its policy, desiring to know if 
the business is to be managed for the stockholders or for 
the stock market, and if the controlling interest proposes 
to stand by the corporation or sell it out to the public at 
the earliest opportunity. This scrutiny is especially pa- 
tient and searching if the capitalization of the company is 
regarded as excessive. The presumption is against the 
corporation thus circumstanced being able to pay regular 
dividends, and the establishment of a secured position is 
peculiarly difficult, The surest, and indeed the only, 
way for a new corporation to attain an investment position 
is to resolutely adhere to the policy of reserve accumu- 
lation, and to refuse to pay dividends until its ability 
to pay dividends is unquestioned. This method of salva- 
tion may be tedious, but it is certain. No matter how in- 
flated the capitalization, no matter how threatening the 
danger of competition, no matter how unstable the de- 
mand for the product, the steady accumulation of earn- 
ings into surplus reserve will in time build a solid 
foundation of tangible assets, upon which, it may be 
slowly, but surely, conservative and honest management 
may rear a structure of investment value. The regen- 
eration of the Midvale Steel Company is a case in point. 
This company manufactures steel tires, projectiles, heavy 
steel forgings, and guns at Nicetown, Pennsylvania, In 
1887 its affairs had become much involved and its earning 
power greatly reduced, partly because of mismanagement 
of the plant, and partly also from mismanagement of the 
finances, dividends having been too large for the require- 
ments of surplus reserve. In that year, interests repre- 
sented by Mr. Charles Harrah purchased a majority of the 
stock. Under the management of Mr. Harrah, in spite of 
severe pressure from the minority interest, no dividends 
were paid for ten years, the entire earnings being in- 
vested in the improvement and enlargement of the plant, 
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and a large surplus being in this way accumulated. Be- 
ginning with 1897, as a result of this policy, while the 
company has continued to set aside large sums for im- 
provement out of the earnings of each year, a very large 
per cent. dividend has been declared. At the present 
time, the financial standing of the Midvale Steel Com- 
pany is of the best; and if its shares were to be listed on 
the stock exchange, they would command investment 
prices. The storage reservoir of surplus reserve is now 
so large as to warrant the conclusion that, although the 
earnings of the company may rise and fall with the tide 
of demand, its rate of dividend can be maintained. 

As already remarked, the steel trusts were in a position 
essentially experimental and speculative. It would seem 
to have been the plain duty of the management to have 
passed dividends and squeezed out the water in the capi- 
talization of their companies by the accumulation of large 
surplus reserves. More especially was such a conservative 
policy required when the extraordinary profits of the steel 
trade during 1899-1900 are considered.* The interests in 
control of the steel trusts, however, rejected a conserva- 
tive policy; and all the companies paid the regular divi- 
dends on their preferred stocks from the date of their or- 
ganization to January, 1901. The Federal Steel, Ameri- 
can Steel and Wire, and National Tube Companies, in 
addition to dividends on their preferred stocks paid a good 
return on the common. The combined dividends of the 
Federal Steel, American Steel and Wire, National Tube, 
American Bridge, National Steel, American Tin Plate, 
American Steel Hoop, and American Sheet Steel Com- 
panies from their several dates of organization to January 

** Recent events have caused much discussicn in financial circles of the 
wisdom or unwisdom of declaring dividends on th: stocks of the newly created 
iron and steel consolidations. . . . It will be better for them and for their stock- 
holders who are investors to accumulate a handsome surplus, so that the dull 
times which are sure to come in the future may not catch them financially un- 


prepared. The bigger the corporation, the greater is the amount of hard cash 
needed when a pinch comes.” Iron Age, July 6, 1899. 
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1, 1901, amounted to $29,666,248.50.* The explanation 
of these large dividends is to be found in the nature 
of the securities, The shares of the consolidations were 
divided into preferred and common stock. All of the 
preferred stocks included the cumulative feature, which 
guaranteed to the purchaser that passed dividends would be 
made good before anything was paid on the common stock. 
This cumulative provision had been inserted by reason of 
the greater security which it carried with it. Preferred 
stocks which are cumulative as to earnings, and which, 
in the event of liquidation, constitute a preferred claim to 
assets, are hardly inferior to mortgage bonds and are 
superior to ordinary debentures. The owners of plants 
were more willing to receive such securities in exchange 
for their properties than if the promoter had offered only 
one kind of stock for all purposes ; and, in order to secure 
that general assent which was indispensable to universal 
control, and therefore essential to the attractiveness of 
their monopoly propositions, the promoters had provided, 
in the case of every consolidation in the steel trade, for 
two classes of stock, cumulative preferred and common. 
As long as both classes of stock remained in the hands of 
speculators, and while earnings continued large, this cumu- 
lative feature was no obstacle to the sale of the common 
stock. Indeed, from the standpoint of a speculator, the 
necessity of paying dividends on the preferred stock was 
an assurance that something might be done for the com- 
mon. In the long run, it is true, the value of the common 
stock would probably have been destroyed by the accumu- 


*“*All dividends on the preferred stocks were at the rate of 7 per cent., 
except Federal Steel preferred, which paid 6 per cent. During 1900 American 
Steel and Wire, beginning with April 2, paid quarterly dividends on the com- 
mon stock of 7 percent. During 1900 Federal Steel common paid 11, per cent. 
on January 20 and 2% per cent. on March 20. National Tube common in 1900 
paid 1% per cent. on August 15 and November 15, $2,400,000 being set aside 
out of the earnings of this company to provide for dividends on the common 
stock in 1901. (Supplement to Iron Age, December 27, 1900, Iron and Steel 
Consolidations.)” 
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lation of back dividends on the preferred; but during the 
past two years, net earnings have been adequate to the 
payment of preferred dividends, and the common stock has 
not suffered. This cumulative feature, however, although 
a valuable aid to speculative promotion, was a serious 
obstacle to the accumulation of surplus reserve. It was 
impossible for the steel trusts to decrease their liabilities 
by the passing of preferred dividends, because the passed 
dividends remained alive as deferred claims to future 
earnings. It is true that the directors might, with perfect 
safety to the corporation, have allowed the preferred claims 
to accumulate to any amount. The back dividends need 
never be paid, and an adequate surplus could in this way 
be gathered for future dividend payments on the preferred 
stock. But the morality of such a course, in view of the 
existence of an amount of common stock equal in par 
value to the preferred, which had been purchased in good 
faith by large numbers of people, would have been doubt- 
ful. The directors could not in fairness deliberately ex- 
tinguish the value of the common stock by accumulating 
back dividends on the preferred. If this result followed 
from causes outside their control, they could not be 
blamed. But the adoption of a policy of surplus accu- 
mulation, however justified when considered by itself, 
the certain outcome of which would be to make the pay- 
ments of dividends on the common stock only a remote 
possibility, would have rendered them morally, if not 
legally, liable to the charge of conspiracy, and could prob- 
ably have been stopped by injunction. No matter how 
necessary the passing of their early dividends and accumu- 
lation of large reserves by the steel trusts may be judged 
to have been, so far as the preferred stock was con- 
cerned, in view of the cumulative provisions included 
in the contract with this class of stockholders, it was 
impossible. 

The payment of dividends on the common stock was 
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less imperative; but here also there is much to be said in 
justification of the course pursued. The promoters had 
made promises that common stock dividends would be 
paid. The earnings of the corporations were apparently 
large. The preferred stockholders were receiving their 
dividends, and to the holders of common stock it seemed 
unreasonable and unjust that, in such prosperous times, 
a discrimination should be made in favor of the preferred 
stock. The reputation of the management of many of 
the industrial combinations was seriously injured by 
their failure to redeem their promises of dividends on the 
common stock. It is not at all to the discredit of the 
steel trusts that they made every effort to treat both 
classes of stockholders alike. It is true that the payment 
of large dividends was in line with the advantage which 
would accrue to promoters and underwriters from the sale 
of their stock-holdings. It is also true that the payment 
of dividends was a direct appeal to the speculative de- 
mand, and was opposed to the permanent interests of the 
corporations. Considerations such as these have been 
made the basis of censure of the interests in control of 
the steel trusts. They have been accused of mismanag- 
ing the affairs of the corporations in the attempt to sell 
their stocks; of unloading their own shares upon a credu- 
lous public improperly influenced by their false repre- 
sentations of earning power; and of draining the resources 
of their properties in an unscrupulous attempt to sustain 
the value of their watered stock. These charges may be 
well founded in a few cases, such, for example, as that of 
the management of the American Steel and Wire Com. 
pany ; but, in general, there is no basis for them. It might 
indeed happen that, even if conditions had permitted the 
accumulation of surplus reserve, stock market considera- 
tions would have interfered with the adoption of a con- 
servative policy; but, as matters actually stood with tlie 
companies, there was little discretion left to the directors. 
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They must pay dividends on the preferred stock or else 
repudiate their promises to the common stockholders, and 
the payment of dividends on one class of securities made 
it very difficult to refuse payment on the other. Asa 
matter of policy, all the steel trusts were looking toward 
the early payment of regular dividends on their common 
stock. 

Although the policy of dividend payment was neces- 
sary in view of the charter provisions of the companies, 
this necessity only throws into sharper relief the unwisdom 
of those who framed those charters with their separation 
of stock into two classes and their cumulative reserva- 
tions,— provisions which were opposed to the accumulation 
of necessary reserves, and which worked, therefore, directly 
against the permanent interests of the corporations. No 
censure is too strong for a policy which binds the directors 
hand and foot in the disposition of earnings, and prevents 
them, no matter how well disposed they may be, from safe- 
guarding their properties by the investment of surplus 
earnings against the inevitable losses of fluctuating de- 
mand, of perennial competition and changes in the lo- 
cation and process of industry.* Cumulative preferred 
stock is a double-faced security. It is in reality a bond 
sailing under false colors, calling for an excessive return, 
and injuring, by its unreasonable claims, the junior 
security united with it. It is a makeshift, adopted by 
promoters to make sure of universal assent to their pro- 
posals. It has long since been banished from railway 
financiering, and its recrudescence in the industrial 
charters is a step backward in financial methods. It con- 
demns securities to a speculative position, and it will 
undoubtedly be abandoned in the coming era of industrial 
reorganization. 


*In the case of the National Tube Company the charter authorized the 
accumulation of a surplus only “‘ after the payment of all cumulative dividends 
on the preferred stock and a dividend of seven per centum for each and every 
fiscal year on the common stock.” 
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The pursuit of this policy of dividend payment found 
the steel trusts at the close of 1900 in a position which 
invited attack. The small amount of their surplus reserve 
was in striking contrast with their gigantic profits, out of 
which, if the corporations had been properly organized, 
large reserves could have been accumulated. All the 
“water” of combination still remained in their systems. 
But little of the shadow of “ anticipated profits” had been 
replaced by the substance of actual earning power. The 
following table presents the surplus reserves of six of the 
corporations which have united to form the United States 
Steel Corporation, at the dates of their last financial 
statements : *— 

















Per cent. of 
Name of Company. Capital stock. Bonded debt, | Surplus reserve. — 

ization. 
Federal Steel . ° $99,745,200.00 | $34,538,000.00 $4,579,641.95 3.4 
American Steel and Wire, 90,000.000.00 — 10,062,530.00 c) 
National Tube 80,000,000.00 _ 8,678,000.00 10.8 
National Steel . . . 59,000,000.00 4,471,000.00 3,706,390.77 5.8 
American Tin Plate . 46,325,000.00 270,000.00 2,613,426.15 5.8 
American Steel Hoop . 33,000,000.00 — 3,046,896.45 9.2 

' 
$408,070,200.00 | $39,279,000.00 | $32,686,885.32 7t 




















The insufficiency of this proportion of reserve to the 


total capitalization of the corporations, and the weakness 


of the guarantee that dividends would at,all times be paid 
on their stocks, may be more clearly perceived when the 
reserves of the steel trusts are compared with the reserves 
of the best railway corporations. In 1900 the Pennsyl- 
vania Railroad carried a surplus liability account amount- 
ing to 15.8 per cent. of its stock and bond capitalization. 


t Average. 








* Iron Age Supplement, December 27, 1900. The financial statement of the 
American Sheet Steel Company has not yet been issued. 
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The surplus account of the Chicago, Burlington & Quincy 
amounted to 15 per cent. of its capitalization; of the 
Chicago & Alton, 29 per cent.; and of the New York, 
New Haven & Hartford, 15.3 per cent.* It is to be 
remembered that a railway should not be required to carry 
so large a reserve as a manufacturing corporation. The 7 
per cent. average surplus of the steel trusts is, therefore, 
much smaller in relation to the reserves of well-managed 
railway corporations than would appear from a comparison 
of these percentages. Not only were the surplus reserves 
of the steel trusts inadequate on their face, but they would 
be turned into deficits by a proper valuation of the assets 
of these corporations. If we are to assume that the sur- 
plus reserves set down in their balance sheets were actu- 
ally in existence, we must also assume that their $408,065,- 
200 of capital liabilities was represented by corresponding 
values of capital and current assets,—an assumption 
which the most ardent defender of the consolidations 
would have difficulty in making. It is well known, and, 
in fact, has been often conceded by promoters, that the 
preferred stock represents the capitalized value of the 
average earning power of the constituent plants in separa- 
tion, and that the common stock represents the capitaliza- 
tion of the “ economies of combination ” plus such working 
capital as was provided by underwriters. In other words, 
the preferred stock represented value in existence, and the 
common stock value in prospect. But a balance sheet is 
not properly concerned with the problematical. It should 
deal only with the actual. And, when we consider that 
$215,484,000, or 53 per cent., out of the total stock capi- 
talization of $408,065,000, was common stock, whose value 


*In computing surplus accounts, all liabilities were included which in 
reality count as assets ; e.g., stocks and bonds held in sinking fund, unexpended 
construction account, and the like. Not all of these resources were available to 
pay dividends ; but, on the other hand, much larger sums have been invested 
by these roads in capital construction and charged to operating expenses, 
increasing, in this way, the reserve against decreased profits. 
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was yet to be demonstrated, the security offered to an 
investor in the steel stocks by a surplus reserve of $32,- 
686,000 can be estimated at its true value as considerably 
less than nothing. These balance sheets, in reality, 
showed a deficit much larger than their apparent surplus. 
Such was the result of the policy of liberal dividend pay- 
ments. After two years of high prices and large profits, 
the financial position of the steel trusts was but little 
better than at the outset of their careers. 

I would not be understood to assert that the deprecia- 
tion and betterment accounts of the consolidations had 
been entirely neglected. Large sums had been spent 
upon the properties, chiefly upon blast furnaces and steel 
plants,* and mainly out of their working capitals. The 
inadequacy of these expenditures only appears when 
they are compared with the requirements left unsatisfied, 
which are indicated by the deficiency of surplus reserve. 
The directors did all in their power to build up the 
properties placed in their care. With one exception, 
and that a doubtful exception, there is no evidence to 
show that the business of the steel trusts was not honestly 
and ably conducted. The claims of extortion in prices I 
believe to be largely unfounded, primarily because such 
claims assume a stupidity on the part of the management 
with which their worst enemies would have no right to 
charge them. Whatever could be done to improve the 
properties was thoroughly accomplished. Considerable 
economies were effected; and, in particular, the selling 
methods were so revised as to greatly increase earning 
power. The policy of the management in every direction 
but one was a distinct advance over the former methods 
of the trade. But in that one exception lay the root of 
the whole matter. The policy of dividend payment and 
small reserves was, in reference to the financial position 


* “* Nearly every one of them is using its large working capital for mod- 
ernizing and improving plant.’ ron Age of June 15, 1899. 
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of the steel trusts, the dead fly in the ointment. The 
safety and stability of the consolidations were sacrificed 
to the unreasonable claims of their securities. 

The effect of this policy had been to unfit the consoli- 
dations to withstand competition. With inadequate sur- 
plus reserves and with high speculative values established 
for their shares, any reduction of the earnings of the steel 
trusts was to be feared by their stockholders as a calamity 
from which there could be no recovery. Such a compe- 
tition, invited by the policy of the consolidations, con- 
fronted them at the beginning of the present year. The 
origin and nature of this threatened competition will now 
be considered. 

The manufacturing companies which were originally 
merged into the United States Steel Corporation may be 
divided, on the basis of their products, into two classes. 
The Carnegie Steel Company, the Federal Steel Com- 
pany, and the National Steel Company were large pro- 
ducers of steel billets, ingots, bars, plates, and slabs,— 
products not yet in their final form, and constituting the 
materials for other branches of the iron and steel industry. 
The second group, including the National Tube, Ameri- 
can Steel and Wire, American Tin Plate, American Steel 
Hoop, and American Sheet Steel Companies were, as their 
titles indicate, producers of finished steel goods. They 
obtained most of their materials from the primary pro- 
ducers of steel, and converted them into wire, pipes, tin 
plate, sheets, cotton ties, and structural material. These 
two groups of companies, from their location and from 
the nature of their products, had large dealings together. 
The Federal Steel Company furnished the Western plants 
of the American Steel and Wire Company with most of 
their wire rods, and furnished steel billets to the Ohio 
plants of the National Tube and American Bridge Com- 
panies. The Carnegie Steel Company found its principal 
market among the finishing mills of the Pittsburg dis- 
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trict, including representatives of all the members of the 
second group of producers. The National Steel Company 
supplied a portion of the demands of the Tin Plate, Sheet 
Steel, and Steel Hoop Companies, whose financial control 
was identical with its own. Between these companies, 
until the fall of 1900, there was no reason for competition. 
The mills of the Carnegie Company in Pittsburg were 
five hundred miles distant from the principal plants of 
the Federal Steel Company in Chicago. The National 
Steel Company, although its mills were, properly speak- 
ing, within the Pittsburg district, was not yet strong 
enough to come into serious conflict with the Carnegie 
Steel Company. As for the finishing companies, their 
products were so entirely distinct as to afford no ground 
for competition. So long as the active demand for steel, 
which had begun in the winter of 1898-99, should con- 
tinue, there seemed to be little danger of conflict. Every 
company was fully occupied, and had no need to go out- 
side its own province to keep its mills running. 

The harmony of interests among the various companies, 
however, was unstable, depending, as it did, upon a re- 
striction of cach producer within his own field. If, for 
any reason, the primary producers should enter the lines 
of finished material, or if the finishing companies should 
either attempt independence by producing their own pig 
iron and steel or should invade the territory of their 
fellows, a serious competition would immediately result. 
The productive capacity of the different jnterests was so 
large that successful invasion by any one of them of a 
field hitherto controlled by others would mean serious in- 
jury to the original occupants. The modus vivendi of the 
iron and steel trade was, therefore, a condition of unstable 
equilibrium.* 

* Tron Age, December 9, 1899... . ‘‘ Presumably, the National Steel, Fed- 
eral Steel, and Carnegie Companies are going to keep out of the wire trade so 


long as their billets, and, in the case of the Federal, also their rods, are con- 
sumed in due proportion by the American Steel and Wire Company ; and pre- 
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With the reaction in the steel market which began in 
the spring of 1900 and continued until November of that 
year, it became evident that the trade must adjust itself 
to a smaller margin of profits; and the conflicting forces, 
which had been held in abeyance during the season 
of prosperity, became alarmingly active and threateningly 
evident. The stock capitalization of the recently formed 
consolidations was based upon the large profits of 1899. 
If dividends were to be continued during periods of 
reduced demand, every effort must be made to strengthen 
the position of the companies by reducing expenses. In 
no other way could this improvement be so readily made 
as by securing the largest possible measure of indepen- 
dence in the field of raw materials. 

In 1882 the Carnegie Steel Company (then Carnegie, 
Phipps & Co.) had inaugurated a policy whose object was 
to control all the factors which contributed to the produc- 
tion of steel, from the ore and coal in the ground to the 
steel billet and the steel rail. The purchase of a control- 
ling interest in the stock of the H. C. Frick Coke Com- 
pany, the largest owner of coal lands and the largest 
producer of coke in the Connellsville region, insured to 
Carnegie, Phipps & Co., besides a majority share in the 
earnings from the sale of coke in the open market, a sup- 
ply of coke at prices so close to the cost of production as 
in later years to be a matter of legal complaint from the 
minority stockholders.* In 1899 the Frick Coke Com- 
pany owned fully two-thirds of the coal still remaining 
in the Connellsville region. The Carnegie Company 
also leased 98,000 acres of natural gas land in Western 
Pennsylvania, and purchased valuable limestone quarries 
in the Pittsburg district, securing by these several pur- 
chases an independent supply of fuel and fluxing mate- 


sumably, sc long as the National Steel secures a satisfactory outlet for its bil- 
lets, bars, and slabs to the steel and wire and other large consumers, it will 
in turn keep out of the steel-rail business.”’ 


* Tron Age, March 1, 1900. 
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rial, and adding to the earnings of their steel mills the 
profits on the production of these materials, The Car- 
negie Company was also active in obtaining control of 
its ore supply and its transportation facilities. By the 
purchase in 1896 of a five-sixths interest in the stock of 
the Oliver Iron Mining Company, which controlled large 
ore deposits in the Gogebic and Marquette ranges,— hold- 
ings which have since been greatly increased,— and by a 
fifty year contract made in 1897 with the Rockefeller 
iron mining and transportation companies, by which 
the Carnegie Company agreed to pay a royalty of $1.05 
per ton for a yearly supply of 1,500,000 tons of soft ore 
delivered on shipboard, and a further maximum payment 
of 80 cents per ton for the transportation of this ore 
to the lower lake ports, the Carnegie Company secured 
an abundant supply of both hard and sdft ores at prices 
which were not only more stable than those of the open 
market, but which were lower than the prices paid by 
outside companies. The Carnegie Company also pur- 
chased a controlling interest in the Pittsburg Steamship 
Company, which owned in 1900 11 steamships and 2 
tug-boats, with 6 additional steamers under construc- 
tion. It also secured control of the Pittsburg, Bessemer 
& Lake Erie Railroad, extending from Conneaut, Ohio, 
where large docks were built and ore-handling machinery 
installed, to the Carnegie Mills at Duquesne. This rail- 
road was reballasted with cinder from the blast furnaces, 
and relaid with 100-pound rails. The equipment was 
replaced by the first steel cars used in the United States, 
and by the heaviest engines. Through these several 
improvements the cost of transportation was reduced to 
1 mill per ton mile, the lowest cost with one exception * 
of any railroad in the world. The ownership of an 
ore fleet made the Carnegie Company independent of the 
wide fluctuations in lake rates, and their control of the 


* The Duluth, Mesaba & Northern, controlled by the Rockefellers. 
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railroad gave them transportation at cost; for the Pitts- 
burg, Bessemer & Lake Erie Railroad until last year had 
paid no dividends.* By the close of 1897, the Carnegie 
Company was almost completely self-sufficient in all the 
factors of production. The profits which competitors 
added to their costs were added to its earnings; and the 
possession of these advantages, along with the admirable 
equipment of its furnaces and mills, gave to the Carnegie 
Company the foremost position in the iron and steel 
trade of the United States, if not in the world.t 

The lessons of this example were not lost upon the 
leaders in the iron and steel consolidations of 1898 and 
1899. No sooner were the new companies fairly upon 
their feet, and had realized the necessity of greater econ- 
omy, than they began a movement which looked toward 
the attainment of an independence in raw materials 
similar to that which the Carnegie Company had already 
achieved. This independence, it should be observed, had 
been in every case but one—the National Tube Com- 
pany ¢— provided for in the original constitution of the 
companies; and the certain realization of this indepen- 
dence had been urged by the promoters as a most impor- 
tant advantage which the new companies would enjoy. 
The Federal Steel Company included in its list of prop- 
erties the Minnesota Iron Company, which controlled 
150,000 acres of ore land in Minnesota, and was the 
largest producer of hard ore on the five ranges. The 
Federal Steel Company further controlled the Duluth & 


* Commercial and Financial Chronicle, January 19, 1901, p. 137. 


t It is to be noted that a similar policy of independence in the matter of 
fuel and iron ore had also been carried out at this time (1897) by the Cambria 
Steel Company (Jones & Laughlin), the Lackawanna Steel Company, and the 
Pennsylvania Steel Company; but none of these companies carried it to such 
profitable lengths as did the Carnegie Company. 


t Iron Age, June 1, 1899. ‘* Aside from an interest in the Mahoning mine, 
on the Mesaba range, held by the National Tube Works Company, none of the 
concerns own ore property. We understand, however, that arrangements for 
an ore and coke supply for a long series of years have been recently completed.”’ 
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Iron Range Railroad, which hauled the product of the 
Minnesota Iron Company, and the Chicago, Lake Shore 
& Eastern and Elgin, Joliet & Eastern Railway Com- 
panies, owning 846 miles of road in Illinois, and furnish- 
ing an independent connection between the various plants 
of the Federal Steel Company in the Chicago district. 
The Federal Steel Company also included among its hold- 
ings the property of the Minnesota Steamship Company, 
consisting of twelve steel steamers and ten barges, besides 
valuable dock property on the upper and the lower lakes. 
This company subsequently acquired a small area of coal 
land —1,620 acres—in the Connellsville district, with 
1,100 acres of inferior coal in adjoining districts and in 
West Virginia. The ore supply and the transportation 
facilities of the Federal Steel Company were not greatly 
inferior to those of the Carnegie Company, although its 
supply of Connellsville coking coal was not adequate to 
its future needs. As before remarked, the location of the 
Federal Steel Company was such as to separate its main 
plants by so great a distance from those of the Carnegie 
Company as to make serious competition between them 
unlikely, except in times of severe depression. The two 
companies had no large dealings together: one was su- 
preme in the West, and the other in the East. 

The American Steel and Wire Company, however,— a 
large customer of the Federal Steel Company in the West, 
and of the Carnegie Steel Company in the Pittsburg dis- 
trict,— followed the example of the larger organizations. 
It acquired 2,000 acres of Connellsville coal, and ore prop- 
erties, with an annual output of 916,000 tons. Some of 
the directors of the American Steel and Wire Company 
also owned the American Steamship Company, with a 
fleet of twelve ore steamers, which were afterwards trans- 
ferred to the Steel and Wire Company. On the basis of 
these advantages, the American Steel and Wire Company 
proposed to build a large steel plant at Milwaukee, which 
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would supply raw material to its Western mills, and in 
the Pittsburg district, began the installation on Neville’s 
Island, in the Monongahela River, below Pittsburg, of a 
complete system of production from the ore and coke to 
wire, wire nails, and springs.* The National Steel Com- 
pany had also purchased iron mines with an annual output 
of 1,800,000 toms and considerable tracts of coal land 
in the Connellsville and adjoining districts, and began 
the installation of a furnace capacity sufficient to supply 
the total requirements of the Tin Plate, Sheet Steel, and 
Steel Hoop Companies, + whose financial control, repre- 
sented by William and J. H. Moore, was identical with its 
own. The National Tube Company adopted the same 
policy. This company owned no ore or coal, but evi- 
dently relied upon its friendly relations with the Federal 
Steel Company, J. P. Morgan & Co. being represented in 
both, to procure for it ore and coal on favorable terms; for 
in the fall of 1900 the National Tube Company began the 
construction of a large, open-hearth steel plant at Wheel- 
ing, West Virginia, which was designed to furnish. steel 
billets to all its plants in the Central West.t 

These projects of industrial independence were rapidly 
taking form during 1900, and their approaching consumma- 
tion menaced the continuance of harmony in the steel 
trade. In the West, the Federal Steel Company was faced 
with the danger of losing its entire market for wire rods, 
and in the Ohio district with the loss of a large demand 
for the output of its Lorain plant. In the Pittsburg 
district, the Carnegie Company was affected by each one 
of the developments in that section. The American Steel 

* Iron Age, December 21, 1899. 

t The American Steel Hoop Company owned a fifth interest in the Mahon- 
ing mine at Hibbing, Minnesota, producing 1,000,000 tons of ore annually, and 
a third interest in the coal property of the National Mining Company, com- 
prising 7,000 acres of coal land at Bridgeville, near Pittsburg. Supplement 
to Iron Age, December 27, 1900. 


t The facts relating to the acquisitions of different companies mainly de- 
rived from Supplement to Iron Age, December 27, 1900. 
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and Wire, the Moore Companies, and the National Tube 
Company were each striving to make themselves inde- 
pendent of the Carnegie Company, which had, from the 
beginning, found its largest market in the mills which its 
would-be rivals now controlled. If their plans should 
materialize, the Carnegie Company would have to find 
new markets for its blooms and billets,— markets much 
more difficult to approach than the Pittsburg district 
afforded. Its former customers would produce for them- 
selves the enormous quantity of material which they had 
formerly purchased. The tendency of the iron and steel 
industry, under the leadership of the consolidations, was 
towards a declaration of industrial independence, which 
would leave the Carnegie and the Federal Steel Com- 
panies to blaze new avenues of demand. 

Neither of these companies, however, had any intention 
of submitting to such a loss of markets. They had long 
since determined — in the case of the Carnegie Company, 
according to Mr. Schwab, in the early part of 1900 —to 
resist the new policy by direct competition. If the other 
large companies refused to buy their steel billets, they 
would convert those steel billets into wire rods, sheets, 
and tubes, and sell them in competition with their recal- 
citrant customers,— in other words, they would seek their 
new markets, not in foreign lands or in new forms of 
production, but in the preserves of their rivals. 

The Federal Steel Company led off in this counter- 
movement by threatening to build wire mills unless the 
American Steel and Wire Company should abandon its 
plan of producing its own material and renew its wire-rod 
contract with the Federal Steel Company. The Steel and 
Wire Company saw no present profit in competition, and 
its Western extensions were abandoned. With the situa- 
tion in the Pittsburg district, the Carnegie Company pro- 
posed to deal in similar fashion. On January 12, 1901, 
this company announced the proposed construction of a 
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large tube mill at Conneaut, Ohio, having chosen this 
location on Lake Erie both because of the railway dis- 
crimination against Pittsburg in east-bound freights, and 
because the empty ore cars returning from Pittsburg 
could be filled with coke for the tube works. They 
also proposed to build sheet mills at Homestead; and 
it was strongly intimated that other lines of finished 
material would be invaded.* At the same time, the 
Carnegie Company was preparing to secure an indepen- 
dent line to the seaboard by way of the Western Maryland 
Railroad, and the abandoned route of the South Pennsyl- 
vania. These announcements caused the most serious 
anxiety to the leaders of the newly formed consolidations 
in the Central West. In the Chicago district, it was gen- 
erally believed that the carrying out of the plans of inde- 
pendence conceived by the management of the American 
Steel and Wire Company had only been postponed to a 
more favorable season. The fighting strength of the two 
companies involved was so nearly equal that permanent 
peace could not be expected in view of the large induce- 
ments offered by independent control of the materials of 
production. At any time the harmony in the steel trade 
of this section might be destroyed, and monopoly earnings 
reduced to a competitive basis. In the Pittsburg district, 
the Carnegie Company threatened with its competition 
the five Moore Companies, the Steel and Wire Company, 

*The Iron Age of January 17, 1900, describes the situation as follows: — 

“ Avowedly, the Carnegie Steel Company have decided that in view of 
recent developments their policy must be to carry the processes of manufacture 
forward from the ore and coal in the ground to the finished marketable 
material. In other words, ultimately no steel will be marketable in the form 
of the billet. The Carnegie Steel Company now produce steel rails, structural 
material, and plates. Quite recently the manufacture of axles has been added. 
..+ Ina few months the plant now building for making steel bars and allied 
products will be completed. The Conneaut plant will take care of the lines of 
pipes and tubing, which is regarded as a branch which is bound to develop 
largely. It is understood that plans have been completed for the building of 
a very large sheet mill, if, in fact, the contracts are not already placed for the 


machinery. An outlet for additional steel is to be sought in wire rods, although 
that will probably not be taken in hand for some time to come.” 
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and the National Tube Company. There was a general 
belief in the sincerity of Mr. Carnegie’s emphatic declara- 
tions, and the future of harmonious control in the Pitts- 
burg district appeared very doubtful.* The iron and 
steel trade of the Middle West seemed about to descend 
into the depths of a competitive struggle, wherein the 
seller, who for a short time had been the master of the 
buyer, should again be his servant. Such a contingency 
it was to the paramount interest of the consolidations to 
avoid. 

The situation in the Pittsburg district was of peculiar 
menace. The Carnegie Steel Company owned the most 
complete, the best-equipped, and the best-managed steel 
plant in the United States. The perfection of its equip- 
ment in point of independent supplies of materials and 
transportation service has been already described. No 
one of its rivals was worthy to be compared with it in 
point of self-sufficiency of production. This equipment 
supplied ore and fuel to the mills which were grouped so 
closely about Pittsburg that the president of the company 
was able to visit some department of each mill on succes- 
sive days. The Edgar Thompson furnaces and mills were 
at Bessemer, two miles from Pittsburg; the Duquesne 
furnaces and mills, four miles from Pittsburg; and the 
Homestead Steel Works, one mile from the city. Besides 
these larger works, there was located in or immediately 
adjoining the city the upper and lower Union Mills, the 
Carrie and Lucy Furnaces, and the Howard Axle Works. 
All these plants were connected by the Union Railway, 
with thirty-nine miles of track, which in turn connected 

* Commercial and Financial Chronicle, January 26, quoting an interview 
with Andrew Carnegie. ‘‘ The immediate cause of whatever trouble exists in 
the trade is probably the announcement that the Carnegie Company is about 
to construct extensive works for the manufacture of tubes. ... The National 
Tube Company formerly obtained its steel billets from the Carnegie Company, 
but decided to erect blast furnaces and mills to supply itself. Naturally, the 


Carnegie Company then announced that it would be forced to finish its own 
product into tubes.” 
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with the Pittsburg, Bessemer & Lake Erie Railroad to 
the north. This arrangement of mines, coke ovens, and 
mills, was the most favorable that could have been de- 
vised for economical production. The mills of the Car- 
negie Steel Company were concentrated at the point of 
largest present advantage, where materials could be most 
easily assembled, and from which the largest markets could 
be most easily reached. It was this fact of concentration, 
even more than their superior facilities, which gave to the 
Carnegie Company their most pronounced advantage. The 
mills of their rivals were too widely scattered. Their loca- 
tion antedated the recognition of Pittsburg as the natural 
seat of the iron and steel trade. For example, the plants 
of the National Steel Company were at Youngstown, 
Columbus, Bellaire Mills and Mingo Junction in Ohio, 
and at New Castle, Sharon, and Uniontown in Pennsy)l- 
vania. Only in one instance — Youngstown and Niles 
being but fifteen miles apart— were two plants within 
hailing distance, and some of them were two hundred 
miles apart. All of these plants could not have equal 
advantages in obtaining materials, and no one of them 
was 80 well situated as the mills at Pittsburg. The plants 
of the National Tube Company were even more scattered, 
and those of the American Steel and Wire were sown 
broadcast over the whole face of the land. A grant of 
land, a cash bonus, ten years’ exemption from taxation, 
a local connection, any one of a number of causes entirely 
disconnected from considerations of economic production, 
had determined the original location of these plants, the 
burden of whose maladjustment the steel trusts had now 
to assume and carry. The plan of concentration on 
Neville’s Island, which the American Steel and Wire 
Company had already begun to execute, was an evident 
recognition, on their part, of the superior economy of con- 
centrated production in power, in labor, in superintend- 
ence, and in the provision of materials. Mr. Carnegie had 
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anticipated his rivals by twenty years. All the benefits 
of centralization which they were striving for he had long 
since achieved. 

The advantages of the Carnegie Company did not stop 
here. Their mechanical equipment was superior to that 
of any other mills, and their business was the best man- 
aged of any in the country. It is not meant by the first 
statement to imply that the consolidations did not include 
individual plants which were the equal of the Carnegie 
mills, The plant of the Ohio Steel Company at Youngs- 
town, for example, was not inferior to anything in Pitts- 
burg. It is, however, true that the average excellence of 
the Carnegie equipment was far above the average of any 
of its rivals. The superior equipment of the Carnegie 
works was the result of a policy of large expenditure upon 
betterments persistently pursued for many years, “Every 
new process and every new machine which would in any 
way increase the efficiency, reduce the cost, and improve 
the product of the Carnegie Company, has been applied, 
until this great concern has raised the physical condition 
of its plants to a point which is unsurpassed.”* Divi- 
dends had never been considered by the management, 
Improvement had been the one thing thought of. During 
the years 1898 and 1899 the Carnegie Company expended 
out of earnings, upon new construction and betterments, 
no less asum than $20,000,000. The nature of this 
policy of the investment of earnings in improvements may 
be illustrated by comparative statement of the Homestead 
mills in 1890 and 1898: {— . 

1890. 


1, Two 5-ton Bessemer converters. 
2. Seven open-hearth furnaces, one 15-ton, four 20-ton, two 35-ten, 
8. One 28-inch blooming mill. 


*United States Investor, February 9, 1901. 

t Age of Steel, January, 1900, special anniversary edition, p. 102. 

¢ The facts relating to Carnegie Mills are taken from the Directory of Iron 
and Steel Works, published by the American Iron and Steel Association. 
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- One 23-inch and one 83-inch train for structural shapes. 
. One 10-inch mill. 

One 82-inch slabbing mill for rolling heavy ingots. 

- One 120-inch plate mill. 

Annual capacity, 295,000 tons. 


1898. 
Three Bessemer converters, two 10-ton, one 12-ton. 
. Thirty open-hearth furnaces, one 12-ton, six 25-ton, eight 35- 
ton, and fifteen 40-ton. 
. One 28-inch and one 38-inch blooming mill. 
One 23-inch and one 33-inch train for structural shapes. 
. One 10-inch mill. 
. One 82-inch slabbing machine. 
One 40-inch cogging mill. 
. One 35-inch beam mill. 
One 119-inch plate mill. 
. One 3,000-ton and one 10,000-ton hydraulic press. 
. Steel foundry, press shop, and machine shop. 
Annual capacity, 2,260,000 tons. 
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These represent the improvements at only one of the 
Carnegie plants, made during a season of depression and 
paid for out of earnings. The increased earning power 
here represented was clear gain. No deductions had to be 
made for interest payments. The policy of the Carnegie 
Company was purely industrial. Financial considerations 
had little weight. Its shares were never in the market. 
It had no loans to float, no stock commissions to sell, no 
bonuses to dispose of. The greater part of its profits was 
each year invested in the plant. As Mr. Carnegie re- 
cently remarked, he and his partners knew little about 
the manufacture of stocks and bonds. They were only 
conversant with the manufacture of steel. 

The management of the Carnegie Company represented 
the acme of productive efficiency. Every officer had risen 
from the ranks by sheer dint of compelling merit. Every 
head of a department had an interest in the business apart 
from his salary. Trade unionism had been banished from 
the mills in 1892, and the workmen were spurred by high 
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wages and the promise of advancement. No visitor to 
the Carnegie mills can fail to be impressed with the in- 
tensity of the effort and the strained attention evident in 
every department. None but the strongest could stand 
the terrific pace. Breakdowns were frequent at thirty- 
five, men were old at forty-five. The famous “iron-clad 
agreement,” it has been claimed, was designed to dispense 
peaceably with partners who had outlived their useful- 
ness. Not only was money lavishly spent on salaries and 
wages, but large sums were paid for information. The 
result of these advantages and this policy appeared in the 
revelations of the Carnegie-Frick controversy, when the 
plaintiff claimed that the total profits of the company for 
1898-99 exceeded $70,000,000. Such was the company 
that threatened the steel trusts with its competition.* 

The results of this competition were clearly foreseen by 
those in control of the consolidations. In view of the 
inadequacy of their surplus reserve, taken in connection 
with their other disadvantages, a general decrease in 
profits would be the signal for the passing of dividends, 
and a heavy fall in the value of their stockholdings. Not 
only this, but industrial warfare demands new appliances 
and large construction, which could only be paid for by 
issuing bonds or adopting the more dangerous course of 

*The situation was made more critical by the fact that the man who had 
built up the Carnegie Company was still in active control of its affairs and di- 
recting its policy. 

The Iron Age, on the occasion of his proposed retirement in 1899, remarked 
as follows: — « 

‘*Mr. Carnegie has carried the American iron trade along with him. He 
has been the unswerving advocate, and his plants the most stunning examples, 
of the ‘policy of running to full capacity. He has been the man, above all 
others, who created and fostered the policy of record-breaking. He has, more 
than any other producer, spent money lavishly on equipping his plants with 
the very latest appliances, who has invested earnings most promptly in enlarge- 
ments. He has set a pace on the iron trade of the country which all have been 
forced to follow. He has been, more than any other man, the type of the un- 
tiring, incalculable exponent of unrestrained competition, which the younger 


generation of manufacturers and business men may admire, but do not care to 
imitate.” 
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increasing the floating debt. In either event the decline 
in the value of stocks due to decreased earnings would 
be fixed and confirmed for years by placing fixed charges 
ahead of dividends. The steel stocks were but weakly 
held. With the possible exception of National Tube, 
preferred, they had no investment standing. Severe com- 
petition would reduce them to the level of National 
Starch, United States Rubber, Union Steel and Chain, 
and the other pariahs of the stock exchange. The inter- 
ests in control of the consolidations owed it as a duty to 
their stockholders to use every means in their power to 
avert the impending calamity. 

Not only were the leaders of the steel trusts under obli- 
gations to their stockholders to prevent the threatened dis- 
aster, but considerations of private advantage inclined 
them to the same policy. The consolidations in the iron 
and steel trade required in their formation the provi- 
sion of very large sums of money for the purchase of 
desirable plants, whose owners were in position to drive 
hard bargains with the promoters. It was also neces- 
sary that the new companies should be furnished with 
working capital. This money was to be raised by the 
sale of the stocks of the new corporations to the gen- 
eral public, and the capitalization has in all cases been 
made sufiiciently large to cover the cash requirements, 
always provided that the public bought the stocks at 
prices based on the representations of promoters, and that 
the earnings of the combinations would be sufficient to 
pay dividends on the stock. It was believed that the 
outside demand could be depended on for the amount of 
cash necessary, and on the strength of this opinion the 
consolidations were underwritten by banking houses and 
other financial institutions, which divided the responsi- 
bility thus originally assumed among their respective 
constituencies. This financing was in most cases of the 
nature of a guarantee that a sufficient amount of the new 
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stocks would be sold, and at a sufficient price to provide 
the funds which the promoters required for their cash 
payments. In return for this guarantee the underwriters 
received a stock commission, in some cases amounting to 
10 per cent. of the total capitalization of the companies. 
With the certainty that cash would be forthcoming 
where cash was required, the promoters were able to 
purchase the necessary plants, generally by the exchange 
of stock with their owners, and to place the new com- 
panies firmly upon their feet with a control of the several 
industries, and with a working capital sufficient for begin- 
ning business. If the stocks were readily sold, the obli- 
gation of the underwriters to the new company soon 
ended; and their only concern was to dispose of their 
stock commissions and take their profits. On the other 
hand, if the public would not buy the stock, the under- 
writers were bound by their agreements to take the 
unsalable securities, and pay cash for them at the prices 
agreed upon. In some cases also, where the financing 
had been carried out by the sale of “ privileges,” — that is 
to say, two shares of stock for the face value of one,— the 
underwriters purchased the stock in the first instance, 
assuming the entire responsibility of its sale. The profits 
of the promoters were to come from the same source as 
those of the underwriters; namely, from the sale of such 
stock as remained to them after the plants were pur- 
chased and the underwriting secured. Underwriters and 
promoters alike looked for their profit to the stock 
market, in the belief that the public would buy at good 
prices the stocks which were offered to them. 

These expectations of profit were disappoinied. The 
securities of the steel companies first formed, Fedeval 
Steel and American Steel and Wire stock, went off readily 
enough; but the trust business was so greatly overdone 
during the first six months of 1899 that, in the flotation 
of most of the consolidations organized during that period, 
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underwriters were obliged to take and pay for large blocks 
of stock, and to hold this stock for a more favorable mar- 
ket, neither promoters nor underwriters being able to 
take their profits. The offerings of trust shares was too 
great for easy consumption: the public’s appetite was 
dulled by huge feeding. During the last six months of 
this year, a general decline took place from the list prices 
of the trust stocks, the steel trusts suffering with the rest. 
This decline was accentuated by the panic of December 
18, 1899, and continued with but little check until Octo- 
ber, 1900. Profitably or safely, underwriters and pro- 
moters, unable in such a market to dispose of their hold- 
ings of trust stocks, found themselves in the position of 
controlling the policy of the new companies. This result, 
as may naturally be supposed, was no part of their original 
intention. It is true that the original backers of a new 
corporation, if they deal honestly with the public, will 
continue to be active in its management until no question 
exists of its stability. They will be especially forward in 
supporting the price of the new stocks, whenever the mar- 
ket is unfavorable. In the pursuit of this policy of tem- 
porary control, which is expected by the public, and fail- 
ing in which, they will forfeit confidence in the honesty of 
their future proposals, the sponsors of a new enterprise 
will often accumulate a large amount of its stock either 
to decide an election or to sustain prices. It is no part of 
their policy, however, to make these holdings permanent 
and identify themselves in this way with every corpora- 
tion with which they may be temporarily associated. 
The profits of underwriters and public promoters come 
from the sale of stocks, not from their dividends. Their 
resources are, so far as possible, held in such form as to 
be instantly available. When they lock up their funds 
in the securities of a new enterprise, it is because their 
expectations of profit have been disappointed and their 
calculations have gone astray. In such an event, and 
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finding themselves placed in control, it is to be expected 
that they will so manage the corporation as to improve, 
as rapidly as is consistent with safe and honest manage- 
ment, the position of their holdings of its securities, in 
order that the deferred profits of underwriting and pro- 
motion may be as soon as possible realized. 

Steel was not popular with the speculators, and in a 
declining market the steel stocks were heavy sufferers. 
After the certainty of Republican victory had strength- 
ened the position of the consolidations, however, the steel 
stocks began to advance in sympathy with the general 
movement.* The long-deferred hopes of the insiders 
seemed about to be realized. The public was willing to 
buy their shares; and, in the unreasoning market which 
followed the election, the higher the price of a stock was 
pushed, the more eager were the speculators to buy it. 
Sales of all the steel stocks showed considerable gains. 
The underwriters and promoters were at last able to sell 
their holdings on an advancing market, and to take their 
long-deferred reward for services rendered. Every indi- 
cation pointed to a great bull movement in steel stocks, 
which was supported and strengthened by a rising tide of 
demand in the steel market. The realization of deferred 
profits which the advancing market was making possible 
would be broken off by the threatened outbreak of hostili- 
ties between the great companies, and those in control 
of the steel trusts had therefore a double motive to pre- 
vent competition. Their obligations to the other stock- 
holders of the steel trusts and their own interests as the 


* The following table shows the gains recorded on the principal steel stocks 
from October, 1900, to January, 1901 : — 


Common. Preferred. 
Lowest. Highest. Lowest. Highest. 
SS ee 313 58} 60} 78 
American Steeland Wire ...... 304 47 71} 89 
eee ee 45} 693 922 1053 
SI os. Se 6 eee 24 43 82 96} 
BO ee 263 573 79} 92 


| RS lerere 323 65 19 
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largest stockholders made it imperative that the values 
of the steel stocks should be protected. Failure to ar- 
range an amicable settlement of their difficulties would 
not only inflict severe losses upon them, but would lock 
up their cash resources at a time when the formulation 
of new projects of consolidation promised large profits of 
quick returns from the employment of their funds. 

The financial situation in the beginning of 1901 must | 
be clearly understood if the formation of the United 
States Steel Corporation is to be explained. The problem 
presented by the attitude of the Carnegie Steel Company 
was not to be solved by exclusive reference to industrial 
conditions. If the consolidations had been controlled by 
steel producers, there is much reason to suppose that a 
fight would have been made. The passing of dividends 
could not affect the control. The absence of indebtedness 
gave a reserve for competition in the issue of bonds equal 
to the minimum earning capacity of the plants. The 
conflict would have been severe; but the Carnegie Com- 
pany, in spite of its strength, could not, in all reasonable 
probability, have ruined its debt-free competitors. It 
could only force them to enlarge the field of their opera- { 
tions by new construction; and, when an armistice had 
been declared, the other steel consolidations would retain 
their control of the raw materials, the capacity of their 
plants would be enlarged, their cash reserves would be 
increased, and, if bonds had been issued, the assets side 
of the balance sheet would have been correspondingly 
increased. The next great boom in the iron and steel 
trade would have found the consolidations ready for the 
demand, and would have enabled them to recoup their 
losses by obtaining a larger share of the rapidly increas- 
ing demand for iron and steel. Periodical competition 
has no terrors for industrial industry. It is only financial 
industry which dreads a reduction of profits. The Mid- 
vale Steel Company or Jones & Laughlin, Limited, can 
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pass through a period of depression without disaster and 
with substantial gain in increase of plant and equipment. 
The National Tube Company could have done the same 
if its preferred stock had not contained the cumulative 
feature, and if its securities had been held for investment, 
and not for sale. As it was, however, it was absolutely 
necessary to the controlling interests in the steel trusts, 
not merely in order to protect their own holdings, but to 
retain their prestige with the speculative public, and to 
prevent a general decline in stock values, that the threat- 
ened steel war should be avoided. The steel industry as 
such was in no danger from competition ; but the financial 
control of the steel industry was in great danger, and 
that control must be protected. Mr. Carnegie could not 
have chosen a better time to make his attack than when 
the leading financial interests of the country were anxious 
to engage in new operations, to whose success a decline 
in the value of the steel stocks might have proved disas- 
trous,— disastrous not merely because of the loss of con- 
fidence in their projects which the passing of steel divi- 
dends would cause, and the chill and paralysis of specula- 
tien which would follow, but because of the locking up 
of capital in securities whose values, raised with so much 
care and after so long a time, the threatened competition 
would practically destroy. Mr. Morgan and his associates 
would have been unworthy the further confidence of the 
investing and speculative public, had they not done every- 
thing in their power to prevent the disaster threatened by 
the steel war. 

There were only two ways by which the controlling in- 
terests of the steel trusts could avert the impending calam- 
ity. One was to make an abject surrender to the Car- 
negie Company, thereby confessing their inferiority, in- 
flicting a severe blow upon their already doubtful credit, 
giving up all the plans of industrial independence which 
had been included in their schedules of advantages, and 











550 QUARTERLY JOURNAL OF ECONOMICS 






































upon the attainment of which their capitalization had 
been in part based, and leaving the danger of competition 
still present and no longer concealed; the other to adopt 
a plan which should harmonize all the conflicting interests 
by uniting them into one corporation, organized, like the 
Federal Steel Company, to own a majority interest in the 
various steel companies which it was necessary to control, 
and in this way to remove the danger of competition. In 
a declining stock market the second alternative could 
hardly have been chosen. But, in the great bull move- 
ment which culminated in May of the present year, all 
things were possible. The United States Steel Corpora- 
tion was backed by the strongest financial houses in the 
| United States. It included the Carnegie Company, the 
strongest steel company in the world; it completely real- 
ized the ideal of independence, for which all the merging 
companies had been striving; it exorcised the forbidding 
spectre of competition ; and it was offered to the public at 
a time when the speculative mind was able to appreciate 
these advantages at something more than their real value. 
Out of this favoring conjunction of circumstances, was 
evolved a corporation with a capitalization of $416,000,- 
000 in excess of the combined capitals of the merging 
companies, out of which has been taken a large amount of 
ostensible profits in bonuses, premiums, and commissions. 
The details of the organization, the motives to which the 
promoters appealed, and the financial prospects of the new 
company are matters for subsequent study. The outcome 
of the present investigation is that the primary advantages 
sought in the formation of the United States Steel Corpo- 
ration were the avoidance of competition, and the guar- 
antee of permanent stability and harmony in the steel 
trade in the Middle West. 
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LABOR LEGISLATION IN FRANCE UNDER 
THE THIRD REPUBLIC. 


II. 


Insurance — General. The question of workingmen’s 
insurance at the present time easily claims precedence over 
all other efforts now being actively put forth for the accom- 
plishment of social reform in Europe. The action taken 
by European states during the past ten years in regard to 
this matter has been such as profoundly to modify the 
aspect of the labor problem in those countries. The 
elements involved in this problem are of great complexity, 
and we cannot of course within the limits of this article 
enter more than briefly into their consideration. 

Under the head of workingmen’s insurance it is usual to 
embrace the three branches: that of insurance against 
accidents, that against sickness, and, finally, that against 
invalidity and old age.* In all three of these branches, 
France has taken very important action within the last 
thirty, and chiefly within the last five or ten, years. 

To understand this legislation, it is necessary to make 
a brief preliminary statement. Though the question of 
workingmen’s insurance is generally considered as dis- 
tinctly a modern problem, its rise really goes back a con- 
siderable number of years. As early as 1850, France, by 
the act of June 18 of that year, had created a national 
insurance bank for the provision of old age and invalidity 
pensions for workingmen (caisse nationale des retraites 
pour la vieillesse), which, in spite of many defects in its 
organization, steadily advanced in respect to the importance 
of its operations. 


*Recently attempts have been made, notably in Switzerland, to provide 
insurance against involuntary unemployment. This contingency, however, is 
not one to which insurance principles are properly applicable, and there is little 
prospect of its great development. See article on ‘‘ Insurance against Unem- 
ployment,’’ by the author, Political Science Quarterly, September, 1897. 
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For provision against sickness considerable progress had 
also been made. In this instance, however, it was largely 
a matter of private action. As the result of efforts put 
forth during a great many years, France had developed an 
extensive system of mutual aid societies, similar in charac- 
ter and purpose to the British friendly societies, though 
far from as effectively organized. 

As regards the question of accidents to labor, however, 
practically no progress had been made. France was still 
under the régime of the Code Napoléon, the provisions 
of which were practically those known in this country as 
the common law liability of employers, construed in its 
strictest sense. The state, to be sure, had in 1868 created 
a national accident insurance bank (caisse nationale d’as- 
surance en cas d’accidents), in which workingmen could 
voluntarily insure themselves against accidents, as in a 
private company ; but, owing to its faulty organization, it 
has remained practically inactive. 

To recapitulate, then, the importance of the considera- 
tions involved in workingmen’s insurance had in a meas- 
ure been appreciated; and something of a beginning had 
been made in the way of practical efforts for its provision. 
It was but a beginning, however. Only an insignificant 
portion of the laboring population were in any way pro- 
vided for. Existing institutions were defective, and, as 
then organized, could never hope to provide anything like 
a general system of workingmen’s insurance. The prob- 
lem confronting the Republican legislators was, then, either 
the thorough reform of the bases of these institutions, so 
that they should be organized according to correct insur- 
ance principles, or the creation of wholly new systems. 

This task has been resolutely undertaken by the French 
Parliament. Within recent years important and radical 
action has been taken in regard to all three branches of in- 
surance, the result of which is thoroughly to reorganize 
the systems of sick and old-age and invalidity insurance, to 
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make employers responsible for practically all accidents 
to their employees, and to make certain the enormous ex- 
tension of workingmen’s insurance in the future. It is 
this action which we wish now briefly to summarize. 

Insurance — Accidents. Of the three kinds of insurance, 
that relating to accidents was of much the greatest ur- 
gency. It is unnecessary here to show the great injustice 
of the old law relating to employer’s liability. Its result 
was to throw upon the workingmen all the hardships en- 
tailed by accidents due not only to their own fault, but of 
all the numerous fortuitous accidents, those caused by their 
fellow-workmen, and those whose occurrence, though re- 
sulting from the fault of the employer, could not be so 
legally proven. The vexations and expenses of litigation 
engendered by the system were intolerable, 

The attempt to remedy this has led to uninterrupted 
efforts on the part of the legislature for over fifteen years, 
success only being achieved in 1898 by the act of April 9 
of that year. The points at issue delaying action were 
many. The two chief, however, were whether employers 
should be made liable for all accidents or whether those 
due to the fault of the employees should be excepted, and 
whether or not it should be compulsory upon the em- 
ployers to make the payment of the indemnities certain 
by contracting insurance either in a state or other insur- 
ance institution. A compromise on these points was 
finally effected and the present law enacted. 

This act is one of the most important pieces of labor 
legislation ever enacted by France. Like the German 
and Austrian compulsory insurance laws and the English 
Workmen’s Compensation Act, it makes a revolution in 
regard to the obligation of employers to indemnify their 
workingmen for injuries received during their work. In- 
stead of a workingman, when injured, having to bring 
suit to recover damages, this act broadly provides that in 
the specified industries, which include all the principal 
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branches of industrial work, an employee injured by an 
accident not intentionally brought about, causing him to 
be incapacitated for work for more than four days, or the 
heirs of a workingman killed by an accident, shall have 
the right to an indemnity according to a fixed scale of 
benefits, to be entirely paid by his employer. 

The scale of indemnities provided for is as follows: 
(1) in case of temporary incapacity to labor, a daily benefit 
equal to one-half the wages the victim was receiving when 
injured, beginning with the fifth day of incapacity; (2) in 
case of partial but permanent incapacity, a benefit equal 
to one-half the amount of the loss of wages caused by the 
incapacity ; (3) in case of total permanent incapacity, a 
yearly pension equal to two-thirds of the annual wages 
formerly earned by the victim; and (4), in case of death, 
the heirs to receive a pension varying from 20 per cent. of 
the annual wages of the deceased for the widow to 15 per 
cent. for each child under sixteen years of age, or 10 per 
cent, for certain other dependents, the total, however, in 
no case to exceed 60 per cent. of the deceased’s wages, 

These indemnities, as has been said, must be paid by 
the employer. The only qualification in this imposition is 
that, if the accident resulted from the inexcusable fault of 
the employer, the benefit can be increased within the 
limit that it cannot exceed the wages of the person in- 
jured; or, if the latter was grossly at fault, it can be 
diminished somewhat, according to the circumstances of 
each case. In fixing the indemnity, the important limita- 
tion should be noted that in the case of workingmen earn- 
ing over 2,000 francs yearly the above schedule of benefit 
only applies to that sum, the rate as regards the surplus 
being only one-fourth that of the regular rates. In addi- 
tion to the payment of these benefits, the employers are 
required to defray all medical and funeral expenses of 
injured workingmen, the last item not to exceed a maxi- 
mum of 100 francs in any one case. 
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Thus far the law is very similar to that of Germany and 
Austria. Unlike these countries, however, France refused 
to make it compulsory upon the employers to insure them- 
selves against this risk. In place of this system for mak- 
ing the payment of the indemnities sure and immediate, it 
created a system of guarantees by which the victims of 
accidents have a lien upon the property of their employers 
for the payment of the temporary benefits and medical 
expenses ; and the pensions proper are guaranteed by the 
state caisse des retraites pour la vieillesse. This institution 
in turn is protected by a special guarantee fund, to be 
created by a special tax levied upon all manufacturers 
and employers coming under the provisions of this act. 

While compulsory insurance was rejected, the great 
desirability of insurance, however, was fully recognized. 
The principle of compulsion was only rejected because it 
was firmly believed that the employers would themselves 
see the necessity and usefulness of insurance, and volun- 
tarily organize institutions for its provision. The act thus 
permits employers to make complete provision against the 
benefits that they may be called upon to pay through in- 
surance. They can thus turn over all the work of paying 
the smaller indemnities to mutual aid societies, provided 
that they make suitable contributions to their support, and 
can in like manner, by making proper payments for this 
purpose, transfer the payments for which they become 
liable to the National Old-age Pension Bank; or they are 
at perfect liberty to join forces and form mutual insurance 
institutions or cover their risks through existing private 
insurance societies. 

This law but laid down the general principles that must 
be followed in organizing any system for the compensation 
of accidents through insurance institutions. The elabora- 
tion of the details of control and administration has been 
the work of a large number of decrees and special adminis- 
trative orders. The fact that the largest possible liberty 
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was left to the employers to provide for their insurance in 
such manner as they saw best, provided satisfactory guaran- 
tees always existed, has necessarily led to considerable 
diversity of action and consequent complexity as regards 
the supervision and control of each. 

When the law was passed, it could only be surmised 
what action would be taken by the employers to protect 
themselves against the risks thrown upon them by the 
law. In practice, resort has been had to the following five 
methods : — 

(1) A certain number of establishments, either on account 
of their importance, such as railway and mining companies, 
or because the risk of accidents was very small, have pre- 
ferred to carry their own insurance. 

(2) Others have organized, in accordance with the per- 
mission granted by the law, so-called guarantee syndicates, 
or organizations where a number of employers mutually 
guarantee that the obligations regarding the compensa- 
tion for accidents will be duly met. This combination, it 
will be observed, is not one of insurance, properly speaking. 
Its advantages are that it obviates the difficulties and 
expenses of managing an insurance institution. Each 
employer in reality remains his own insurer, the syndicate 
only intervening in case this obligation is not met. A 
decree of February 28, 1899, determines the conditions 
that must be observed in organizing such institutions. 
The most important of the provisions are that, in order to 
give the required stability and guarantee, the syndicates 
must embrace at least five thousand workingmen and ten 
establishments, of which five at least must employ not less 
than three hundred workingmen each. The constitution 
of a proposed syndicate must in all cases be submitted to 
the government for approval. This is not granted until 
it has been critically examined by the Consulting Com- 
mittee on Insurance against Accidents (comité consulta- 
tif des assurances contre les accidents du travail). 
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(3) Employers have organized true mutual insurance 
institutions. Though likewise subject to the control of 
the state, these societies can adopt any system of contri- 
butions or assessments for raising the funds required that 
is found desirable. As conditions vary so much in differ- 
ent industries this freedom of action is a very important 
one. There are a number of very important accident in- 
surance institutions of this kind, the most important of 
which were voluntarily organized by employers long prior 
to the passage of the act of 1898, making compensation 
compulsory. Among these may be mentioned the funds 
of the comité des forges de France, of the textile mill 
operators and the sugar manufacturers. 

(4) Resort can be had to the ordinary private accident 
insurance companies operating on the system of fixed 
premiums, 

(5) Finally, insurance can be contracted through the 
National Accident Insurance Bank created in 1868, and 
reorganized by the law of May 24, 1899, so that it could 
accept risks of this kind. 

The relative merits of these different forms of provid- 
ing for the charges resulting from accidents are the sub- 
ject of constant discussion in France. It is impossible at 
this day to determine which will become the most 
important. It would seem that each form has its advan- 
tages as regards certain kinds of industries, and that, 
consequently, there is no reason to suppose that any one 
will prove of such superiority as to drive out the others. 
The competition between the different systems, and the 
consequent practical experiments with different combina- 
tions, are bringing to light many interesting features re- 
garding insurance against accidents, and are contributing 
to the general development of the movement. 

Did space permit, it would be interesting to make a 
more detailed comparison of the relative advantages and 
disadvantages of these different systems. Here, however, 
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we must limit ourselves to a description of the system 
organized by the national accident insurance bank, as it is 
not only national in character, but is bound to exert a 
great influence in determining the tariffs and other condi- 
tions of insurance offered by the privately organized insur- 
ance institutions. Indeed, one of the special advantages 
of having such a state institution is that it furnishes a 
model and standard that must be at least attained by other 
institutions. 

The National Accident Insurance Bank, as created by 
the law of 1868, was organized upon an exceedingly defec- 
tive basis. In order that it might fulfill its legitimate 
function in the new scheme for the compensation of acci- 
dents, it was necessary that it should be thoroughly re- 
organized upon a new basis. This was accomplished by 
the law of May 24, 1899. 

Under the old system, provision was made for three 
grades of insurance, according to whether 3, 5, or 8 francs 
were paid as annual premiums. In case of an accident, 
causing an absolute incapacity for physical work, a pen- 
sion was purchased for the insured from the National Old- 
age Pension Bank by the payment to it of a sum equal to 
six hundred and forty times the amount of the annual 
premium. For permanent incapacity to follow his special 
trade the pension was one-half this amount. In case of 
death the heirs received a lump sum equal to twice the 
annual pension paid for total disability. The amount of 
the pension would vary according to the age of the recip- 
ient at the time it was awarded, in accordance with the 
tables in use by the Old-age Pension Bank. Provision 
was also made for an annual subsidy from the state, fixed 
for the first year at one million francs. 

The crudity of this system is seen from the fact that it 
was not necessarily to be self-supporting, that the basis 
upon which the amount of the pension was calculated was 
largely arbitrary, but most of all that absolutely no ac- 
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count was taken of the principle of trade risks or the dif- 
ference in the liability of accidents in different occupa- 
tions. How little the institution met requirements is also 
seen from the fact that from its organization in 1868 to 
December 31, 1897, it had paid out only 215,000 franes in 
indemnities. 

The law of 1899 changed all this. It provided that the 
bank might insure against accidents comprehended under 
the law of April 9, 1898, as far as those resulting in death, 
total or partial permanent incapacity, were concerned. In 
doing so, however, it provided that the system to be cre- 
ated should correspond to the best actuarial and insurance 
principles. The premiums demanded should be sufficient 
in amount, so that, under no circumstance, should resort 
be had to the state subsidy, authorized by the law of 1868, 
and that all expenses, including expenses of administra- 
tion, should be fully met; finally, that the table of 
premiums should be prepared in taking account of the 
different trade risks pertaining in the different industries 
and occupations. 

The scheme of insurance worked out by the bank in 
virtue of the power conferred upon it by this law is briefly 
as follows : — 

The risks insured against are only those resulting in 
death or permanent disability, whether partial or total. 
No liability is thus assumed regarding accidents causing 
merely a temporary disability for work. As regards the 
first, the insurance can embrace either the payment of the 
pension due the disabled person, or his relatives in case of 
his death, funeral expenses, cost of medical attendance, 
and the daily benefit until the pension begins to run, or 
the pension only. The amount and conditions of the pay- 
ment of the pensions are those set forth in the laws which 
have already been given. 

The most important feature of the system is the tariff 
of premiums prepared in accordance with the trade risk of 
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each industry. This tariff was promulgated May 26, 
1899, and possesses several features of interest. It differs 
from other systems in the fact that it represents merely 
the maximum premium that can be demanded by the bank 
from employers in each industry. The premium which is 
actually required is usually less than that indicated in 
the tariff, its amount being fixed in accordance with 
the information furnished by the applicant for insurance, 
corroborated by other evidence, and, if necessary, by a 
special investigation by the bank, of the methods of work, 
character of plant, and installation of the establishment 
the employees of which it is intended to insure. It will 
thus be seen that practically a separate contract is made 
with each applicant, though in all probability general 
rules for determining the contract will be gradually 
evolved. The provision, however, is altogether an unusual 
one, and it remains to be seen how throwing so much 
responsibility upon the managers of the bank will work 
out in practice. 

As regards the mechanism of the system, the regulations 
require that each employer applying for insurance must 
furnish a list of all his employees to be insured, giving for 
each his name and daily wages or yearly salary received. 
Thereafter, whenever a workingman is employed or dis- 
missed, the bank must be immediately informed, by means 
of a slip torn from a special stub-book. The premiums to 
be paid will of course vary in accordance with these 
changes. The premiums are payable quarterly, and the 
account definitively regulated on the last payment of the 
year in accordance with the changes that have taken place 
in the personnel insured. 

In addition to this system of state insurance an adminis- 
trative machinery was found to be necessary for the in- 
spection and authorization of private insurance schemes. 
This was met by the creation, August 3, 1899, under the 
ministry of commerce and industry, of the division of in- 
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surance and provident institutions (division de l’assurance 
et de la prévoyance sociale), and the constitution, March 1, 
1899, of the Consulting Committee on Insurance against 
Accidents (comité consultatif des assurances contre les acci- 
dents du travail). Both of these bodies bid fair to render 
very important services as regards all matters relating to 
workingmen’s insurance. Together they perform the 
same functions as the German Imperial Insurance Depart- 
ment, with the exception that the first has also numerous 
other duties in addition to the care of matters relating to 
accident insurance. Among the matters thus coming 
under its control are life, fire, and other insurance, the na- 
tional banks for insurance against death or accidents, and 
the commissions supervising them, all matters relating to 
schemes for insuring workingmen against accidents in 
virtue of the law of 1898, the National Old-age Pension 
Bank, old-age funds of all kinds, and the application of 
the law regarding workingmen’s houses and savings- 
banks. 

The Consulting Committee is more in the nature of a 
technical and judicial body. It is composed of twenty-four 
membors, representing all the classes and institutions 
interested in the system of insurance against accidents. 
Among the members there are three members of the Insti- 
tute of Actuaries, the actuary of the caisse des dépéts et 
consignations, a president of a mutual accident insurance 
institution, a president of an accident insurance company 
with fixed premiums, a workingman member of the Superior 
Council of Labor, a president of a trade union, the director 
of the labor bureau, and so on. Its functions thus far 
have been the decision of the numerous questions arising 
regarding the details of the execution of the law. 

The law of 1898, as has been said, related to certain 
specified classes of industrial workers. It has since been 
supplemented by the act of June 30, 1899, which extended 
its provisions to accidents occurring in agricultural work 
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where use is made of machinery run by a mechanical 
motor. Laws have also been passed regarding the in- 
surance of miners and of mariners, which will be elsewhere 
considered. 

Insurance — Sickness, Mutual Aid Societies. In her 
mutual aid societies, France seems to have found the most 
practicable form of purely voluntary insurance against 
sickness. The problem of sick insurance there has, 
therefore, been almost wholly that of the development 
and improvement of these institutions. The history of 
mutual aid societies in France dates back a great many 
years. Their importance became such, however, that in 
1850 the state felt called upon to assume a certain regu- 
lative control over their operations. A special bureau was 
created to look after their affairs, annual reports were 
required from them, and cash subsidies and other ad- 
vantages were granted to encourage their development. 
The societies have steadily advanced in the number 
and the importance of their operations. In 1872 there 
were 5,793 societies, with 691,241 active members, own- 
ing invested funds to the amount of $11,192,242. In 
1892, twenty years later, there were 9,662 societies in 
operation, with a total of 1,503,397 members and invested 
funds to the amount of $37,816,057. The latest statis- 
tics obtainable are those published in the Revue du 
Travail for July, 1900, and relate to the year 1897. 
On December 31 of that year there were reported 
11,355 societies with 1,804,592 members and total assets 
of $50,704,952. 

In spite of the valuable work performed by these socie- 
ties, they were in many instances defectively constituted. 
Organized as they were before the principles of scientific 
insurance were generally understood or practised, this 
was inevitable. Their great defects were these. In the 
first place they were not pure insurance institutions, but 
in many instances partook of the nature of a charitable 
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relief society as well. So much was this the case that it 
was a debated question whether they should be classed as 
charitable or provident institutions. Secondly, the insur- 
ance provided by them was not properly organized. Jus- 
tice was not done between the members, no adequate 
regard being taken of the ages of members joining the 
societies in fixing the dues required of them. The 
different kinds of insurance were not kept distinct, and 
the method of making provision for old-age pensions, 
which the societies began in recent years to offer, was 
radically defective. If the insurance of workingmen 
against sickness was to advance in France, therefore, and 
the societies be made to constitute an effective general 
system of sick insurance, it was absolutely essential that 
they should be so reorganized as to obviate these defects. 
The two great lines along which reform was needed were 
thus: first, the elimination as far as possible of the 
granting of charitable aid; secondly, the reorganization 
of the societies upon a scientific basis, as determined by 
mortality and morbidity tables, and mathematical calcula- 
tions of probable receipts and expenditures. 

It is impracticable to attempt to follow in detail all the 
efforts put forth to accomplish these ends. Since 1881 
measures looking towards the reform of the mutual aid 
societies have been unremittingly pressed in the legislat- 
ure, and bills have repeatedly passed one or the other of 
the houses. Success, however, did not crown these efforts 
until April 1, 1898, when the law now in force was finally 
enacted. 

This law repealed all existing legislation in relation to 
mutual aid societies and in its place substituted provisions 
embodying most of the changes that had been demanded. 
It is one of the most important measures of social legisla- 
tion of recent years, and will undoubtedly result in a great 
advance in sick and old-age insurance. 

It is first specifically stated that mutual aid societies 
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must limit their operations to the granting of insurance 
against sickness, accidents, invalidity, old age, and death, 
and to the defraying of burial expenses. They may, how- 
ever, as purely accessory work, operate employment 
offices and grant aid to the unemployed, provided, how- 
ever, that special contributions are required for these 
purposes. Secondly, all members must enjoy the same 
advantages, except as determined by the amount of their 
contributions and the tables of risks. These sections, it 
will be observed, accomplish the double purpose of limit- 
ing the action of the societies to their legitimate field of 
insurance, and of eliminating the feature of granting char- 
itable aid. The gradual transformation of these societies 
from relief bureaus to pure insurance institutions, which 
had been going on for over fifty years, was therefore finally 
completed. 

A second important change was that whereby more de- 
tailed and methodical statistical returns were required to 
be made to the government, and on their basis the govern- 
ment was ordered to prepare actuarial tables of mortality 
and morbidity applicable to mutual aid societies. It is 
evident that without such tables scientific insurance is 
impossible, yet France will for the first time be in their 
possession in consequence of this law. 

The third fundamentai reform introduced by the act 
was that in relation to the provision of old-age pensions. 
It was exceedingly desirable that this form of insurance 
should be encouraged in every way. The mutual aid 
societies had already entered this field; but, unfortunately, 
a very faulty method of operation had been adopted, and 
little progress was being made. Such societies as chose 
to do so, provided for the accumulation of a special fund 
for the purchase of annuities through the State Old-age 
Pension Bank. The capital of this fund could not be 
alienated, and only its earnings could be used. From 
time to time an annuity could be purchased, and the so- 
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ciety would then designate by vote one of its members 
as the beneficiary. .A few thus received pensions, while 
the great majority of the members received nothing. The 
needed reform which was introduced by this act was that 
whereby a separate account should be opened with each 
member. Under this system each individual makes pay- 
ments as he is able for the specific purpose of obtaining 
an old-age pension, and is encouraged to do so by the 
knowledge that he alone will profit by his sacrifices, 
From the standpoint of insurance principles the great 
reform was also accomplished whereby the financial oper- 
ations of old-age insurance must henceforth be kept inde- 
pendent of the other work of the societies, and special 
contributions be required for its provision. The vicious 
system of a general fund is abandoned. Each member now 
knows what his contributions are for and the return he 
can expect for them. Secondly, the government is given 
the power of refusing to sanction the constitution of any 
society whose financial system does not show a proper ad- 
justment of receipts to obligations incurred, or, in other 
words, that the insurance promises made can safely be 
met. 

Other provisions of interest in this act are those whereby 
facility is given to the societies to form unions or orders 
similar to the great friendly society orders of Great Britain, 
and the creation of a superior council on mutual aid socie- 
ties under the ministry of the interior, with the duties of 
supervising the administration of the agt and suggesting 
additional legislation as found to be desirable. 

Our sketch of this important law has necessarily been a 
brief one. Enough has been said, however, to show that 
the measure is in every way an advanced and radical one. 
Its result is to put the practice of sick and old-age insur- 
ance in France upon a thoroughly sound foundation, and 
to make possible the development of these two kinds of 
insurance upon a true actuarial basis. As such, it is com- 
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parable in importance with the recent insurance legislation 
of other European states.* 

Insurance —Old-age and Invalidity. The problem of 
the insurance of workingmen against old age and invalid- 
ity is, as has been stated, practically embraced in that of 
the reform, or, rather, reconstitution of the National Old- 
age Insurance Bank. This is true notwithstanding the 
recent act in regard to mutual aid societies that we have 
been considering, as these societies make use of the na- 
tional bank for the provision of this kind of insurance, 
and are thus in reality but little more than intermediaries 
between the workingmen and the bank. 

This institution was created by the law of June 18, 
1850. It is a purely voluntary institution, offering the 
opportunity to such as desire to avail themselves of it to 
provide, by means of the payment of premiums, for a pen- 
sion, after they have reached a certain age or have become 
invalidated. To restrict its operations to the poorer or 
working classes, for whose benefit it was planned, the 
amount of the premium that could be obtained was limited 
to a comparatively modest sum. This law has been re- 
peatedly modified, but without materially changing the 
basis upon which the bank is organized. With the rise 
of the modern movement for workingmen’s insurance, 
however,— which may be said to date from the year 1880, 
—increased attention was given to this institution with 
the view to extending its operations as much as possible 
and making its organization correspond more closely to 
approved insurance principles. Within the period covered 
by our sketch, five laws with this purpose in view have 
been enacted by the legislature. Of these, the last two — 
those of July 20, 1886, and July 26, 1893 —are of especial 
importance. They, in fact, provide for the practical reor- 
ganization of the bank. 

One of the great defects of the early legislation was that 


* No report has yet been made showing the results under the new régime. 
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a too high rate of interest was taken in calculating the 
value of the pensions offered, and at the same time a 
sufficient restriction was not placed on the amount of 
deposits that could be made by a single person. This led 
to the use of the bank for purposes of investment; and, as 
the interest offered was greater than could be earned by 
the bank, the government had to make good the de- 
ficiency. This the laws cited attempt to remedy. The 
rate of interest, which in 1882 had been reduced from 5 to 
44 per cent., was still further reduced,— first to 4 and 
then to 84 per cent. The minimum deposit that could be 
made at one time was reduced from 8 to 1 france, and the 
maximum annual deposits reduced from 4,000 to 1,000, in 
1886, and again to 500 francs in 1898. The maximum 
pension that could be obtained was also reduced from 
1,500 to 1,200 francs. In explanation of what is meant 
by the limitation of the amount of deposits that can be 
made by the same individual during a year, it should be 
said that the system of premium payments is radically 
different from that practised by private companies. In 
the latter a fixed policy is contracted for, and regular 
preminm payments made upon it. This system is not 
adapted to the working classes. The uncertainty of their 
earnings deters them from entering into engagements to 
pay stated sums at stated periods. Under the state insti- 
tution, therefore, each one makes payments as he is able 
to do so; and the value of the pension he will ultimately 
receive is increased each time that he makes a payment. 
The recent restrictions, it is evident, have for their pur- 
pose to limit the operations of the institution more strictly 
to the laboring classes, and prevent its use for purely 
investment purposes by the well-to-do classes. 

Two other important changes introduced by the law of 
1886 should be noted. Prior to this date the rate of 
interest according to which pensions were calculated 
could only be changed by an act of the legislature. This 
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lack of elasticity menaced on several occasions the pros- 
perity of the bank. The act of 1886 changed this, and 
directed the administrators of the bank to fix during the 
December of each year the rate applicable during the 
succeeding year, taking as their basis the average rate 
earned by the securities in their possession. The second 
change had for its object to increase the independence of 
the bank. The system had been that, as soon as the right 
to a pension accrued, the bank transferred to the caisse 
des dépéts et consignations securities sufficient in amount to 
secure the payment of the annuity, according to its cal- 
culations. In 1886 this was changed, and complete au- 
tonomy was given to the bank. This was a great 
improvement, in that it put the bank upon a more scien- 
tific basis, by allowing it to calculate more accurately the 
relation between receipts and expenditures. 

We cannot enter into the history of this institution. 
As showing its operations, however, it may be stated that 
during the year 1898 there was paid into the bank for the 
constitution of pensions the sum of 44,543,693 frances. 
Much the greater part of this sum came from large com- 
panies, which made use of the bank for the insurance 
of their employees. At the end of the year 231,071 
persons were in receipt of pensions to the total amount 
of 34,458,491 francs. The average pension was therefore 
149 francs. 

Important as this work is, it is seen from these figures 
that, after all, the bank reaches but a small proportion 
of the French workingmen, and that, probably, not the 
portion the most in need of such provision for their old 
age. The problem of old-age insurance in France — that 
is, of creating a general system to embrace practically all 
workingmen of the country —is, therefore, still an open 
one, and to-day constitutes one of the most important 
social measures actively considered by the French Parlia- 
ment. We have mentioned particularly the legislation 
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in regard to the national insurance bank, inasmuch as it 
constitutes the point of departure for practically all meas- 
ures now being brought forward for the provision of old- 
age and invalidity insurance. These proposals in general 
provide for the continuation of the bank, but introduce 
the important principle that the insurance of employees in 
it shall be compulsory instead of voluntary, distributing 
the expense of premium payments in various proportions 
upon the state, the employers, and the workingmen them- 
selyes. That definite action in regard to this matter will 
sooner or later be taken is one of the certainties of the 
future. 

Life and Endowment Insurance for Workingmen. At 
the same time, July 11, 1868, that the national bank for 
insurance against accidents was created, a similar insti- 
tution was founded for providing life insurance (caisse 
nationale d@’assurance en cas de décés). The act in relation 
to the housing of the working classes, it will be remem- 
bered, provided that use might be made of this institution 
for insuring the lives of persons purchasing houses on the 
instalment plan. By act of July 17, 1897, its sphere of 
activity was still further extended by the provision that 
it might issue contracts for “mixed insurance,” or that 

where the policy was payable either upon the death of 
the insured or upon his reaching the age agreed upon in 
the contract. Mutual aid societies were authorized to 
insure all their members collectively or individually in 
this way. The maximum policy was limited to 3,000 
francs, and the age at which the policy should be payable 
could not be greater than sixty-five years. 

The operations of this institution have been extremely 
limited. During 1898 but 99 policies of all kinds were 
issued to individuals for a total capital of 176,487 francs, 
and but 74 policies for collective insurance to mutual aid 
societies embracing 13,955 members. 

Insurance of Miners. In the immediately preceding 
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sections we have considered only that legislation having 
for its purpose the creation of general systems of insur- 
ance. On June 29, 1894, however, a very important in- 
surance law was passed, which relates to the special class 
of mine employees. This law is a radical measure, in- 
tended to settle once for all the question of the insurance 
of miners. For this class of the laboring population the 
principle of compulsory insurance is definitely adopted, and 
under it all mine employees are now obligatorily insured 
against sickness and old age and invalidity. The Work- 
men’s Compensation Act of 1898, we have seen, provides 
for their compulsory indemnification when injured by ac- 
cidents. The provisions of this important law can be 
briefly summarized. 

The insurance of all mine employees against both sick- 
ness and old age and invalidity is rendered compulsory 
upon all mine operators. The two operations of old age 
and sick insurance are kept distinct. To provide for the 
first, each mine operator is required to pay into the insur- 
ance funds, provided by the act, a sum equal to four per 
cent. of the total amount paid by him in wages, one-half 
of this amount to be borne by himself, and the other half 
to be deducted from the wages of the employees. This 
percentage can be increased if mutually agreed upon by 
the employer and the employees. The sums thus set aside 
are devoted to the constitution of a fund from which old- 
age pensions will be paid. The option is given to the 
mine operators to make these payments directly to the na- 
tional old-age pension bank or to create special indepen- 
dent funds. In the latter case these funds are subject to 
rigid oversight on the part of the government as regards 
the investment of their funds and the nature of their con- 
stitutions. In all cases, however, the value of the pension 
is determined according to the tables in use by the state 
institution. The amount of the pension is, therefore, in 
proportion to the amount of the earnings of each individ- 
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ual workingman. Those employees, however, who earn 
more than 2,400 francs ($463.20) yearly are considered for 
the purpose of insurance as earning only that amount. 
The age at which the right to a pension begins is fixed at 
fifty-five years, but can be deferred to a later age if de- 
sired, in which case of course the value of the pension will 
be proportionately increased. 

For the insurance of miners against sickness, it is made 
obligatory upon each mine-owner to create an aid or sick 
insurance society, the resources of which are made to con- 
sist of (1) a deduction from the wages of each employee of 
an amount to be determined by the administrative council 
of each society, but which cannot exceed two per cent. of 
the wages received, (2) an equal contribution on the part 
of the employers, (3) the proper proportion of the sub- 
sidies granted by the state to mutual aid societies, (4) gifts 
and legacies, and (5) the product of fines levied for any 
purpose by the employers upon the employees. It is left 
to the constitution of each society to determine the nature 
and amount of relief to be granted to members in case of 
sickness or to their families in case of the member’s 
death. The societies are also permitted, if their resources 
are found to be sufficient, to grant medical aid and furnish 
medical attendance to the wives and families of the mem- 
bers. 

It will be seen from this résumé that great elasticity 
was given to the system. As regards sickness, it practi- 
cally makes it obligatory upon the mine, operators only to 
see that mutual aid societies are organized among their 
employees and to contribute to their support. As regards 
old age and invalidity insurance, the mine-owners are 
given the option of creating independent insurance funds 
for that purpose, of joining with other operators and form- 
ing a mutual insurance institution, or of making use of 
the state old-age insurance bank. The financial obliga- 
tions thus imposed upon mine operators were in practice 
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much mitigated by the fact that many of the most im- 
portant mining companies were already voluntarily main- 
taining such insurance funds. 

Returns of the operations of this law are now available 
for the three years 1896, 1897, and 1898. In the last year 
payments were made to the old-age insurance bank for the 
constitution of pensions on account of 245,587 mine em- 
ployees. The number in 1897 was 218,127. For the pro- 
vision of indemnities in cases of sickness one hundred and 
ninety-one funds had been established at the end of 1898. 
The membership of these funds was 164,434 as against one 
hundred and ninety funds and 138,770 members in 1897. 
The total expenditures were 5,077,869 francs. 

Insurance of Mariners. Articles 262 and following of 
the commercial code, as modified by the law of August 
12, 1898, makes it obligatory upon ship-owners or masters 
to care for sailors becoming ill during the course of a 
voyage. 

The law of April 21, 1898, provided for the organization 
of a special national insurance institution for the insurance 
of all mariners against accidents incurred during their 
work. This institution is annexed to the caisse des in- 
valides, though it has an independent operation, and is 
under the general direction of the ministry of the marine. 

It is hardly desirable to enter into a detailed description 
of the system here created. The important features are: 
that the insurance of all mariners is obligatory; that the 
funds necessary for the support of the system are derived 
from contributions from the mariners themselves and their 
employers, from gifts or legacies, and, if necessary, from 
advances by the government. The operation of the 
system is in fact guaranteed by the government. The 
dues required from the sailors or fishermen are fixed at 
half the amount retained from their wages or earnings 
for the support of the fund for invalids, but can in no case 
exceed 2 francs per month. The contributions of the 














LABOR LEGISLATION IN FRANCE 573 





employers must equal that of the dues collected from 
mariners on board their vessels. An exception is made 
in the case of persons engaged in fishing and piloting on a 
small scale. In their case the dues required are three 
francs in some cases, and four francs in others per person 
employed per annum. 

Regulation of Employers’ Funds for the Insurance of 
Workingmen. The extent to which employers of labor in 
France have voluntarily created institutions for the in- 
surance of their employees against sickness, accident, or 
old age and invalidity, is well known. Commendable as 
this action was, many such institutions were organized 
with such a disregard of actuarial principles and of ade- 
quate safeguards that their ultimate inability to meet en- 
gagements, with the consequent hardship to their members, 
was a certainty. Prior to 1895 these institutions were 
subjected to no legal regulation having in view the pre- 
vention of such mistakes. To remedy this, the French 
Parliament passed the law of December 27, 1895. 

This law is, if anything, a too radical measure, as it 
takes away a great part of the freedom of action of em- 
ployers. It provides in the first place that workingmen 
who are members of provident funds established for their 
benefit by employers shall have a prior lien on the prop- 
erty of the latter for all claims they may have in such 
funds in case of the employers’ failure or liquidation. In 
the same way they can demand the restitution of all funds 
in such institutions which are not utilized according to the 
requirements of the constitution. 

The act, however, is specially directed to the regula- 
tion of old-age pension funds. Regarding these it pro- 
vides that all moneys retained from the wages of employees 
as well as all moneys that the employers have agreed to 
contribute forthe support of these funds must be deposited 
either (1) with the caisse des dépéts et consignations, where it 
will bear the same rate of interest as that allowed on say- 
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ings-banks deposits or (2) with the National Old-age 
Insurance Bank, in the way of payments for the insurance 
of the employees; or (3) with duly authorized insurance 
funds specially created by the employers acting either 
alone or collectively. If the latter practice is followed, the 
organization of the fund must be duly approved by the 
government, and the funds must be invested in certain 
specified classes of securities, such as state departmental or 
communal bonds, obligations of chambers of commerce, the 
crédit foncier, loans secured on collateral or in the obli- 
gations of pawn-shops or other institutions recognized 
as of public utility existing in the departments where the 
funds are located. The management of these funds is 
also subject to government supervision. Altogether it 
will be seen that funds created by employers for pension- 
ing their employees are subjected to a very strict system 
of government control. 

In the foregoing the attempt has been made to describe 
only the important labor acts passed during the past thirty 
years. There have, of course, been others dealing with 
minor points. Such, for example, are those of July 2, 
1890, abolishing the obligation of the workingmen’s pass- 
book (livret owvrier), of January 12, 1895, exempting wages 
from seizure except to the extent of one-tenth, of August 
8, 1898, restricting the employment of foreign working- 
men, besides special laws relating to particular industries, 
such as railways and mining. There has also been a large 
volume of social legislation relating indirectly to labor 
matters, such as the law of July 20, 1895, reorganizing 
savings-banks, the law of April 9, 1881, creating a postal 
savings-bank, and the laws of November 5, 1894, and 
March 381, 1899, favoring the development of mutual agri- 
cultural credit institutions. 


Looking back now at the labor legislation of the period 
as a whole, it cannot but be considered as remarkably com- 
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prehensive. Whatever may be the shortcomings of the 
French legislature, it has certainly appreciated the impor- 
tance of the labor problem in the country and the duty of 
the government towards it. There are few important 
fields of reform in which state action could be of avail 
that it has not been exerted. For the fundamental regu- 
lation of labor it has created detailed factory and mining 
codes, setting forth in specific terms the conditions that 
must be observed to prevent accidents and preserve the 
health and comfort of employees. It has restricted the 
employment of women and children, prohibited Sunday 
and night work in factories, except as absolutely neces- 
sary, and more than all has, by successive laws, organized 
a central system of factory inspection, with an adequate 
corps of inspectors to see that the provisions of the law 
are rigidly enforced. 

Regarding the great problem of industrial conflicts it 
has passed laws making possible and encouraging the vol- 
untary arbitration or conciliation of all differences be- 
tween employers and employees. The law goes as far in 
this direction as seems possible under the present organi- 
zation of industry. Concurrently with this the old restric- 
tive laws preventing the free association of workingmen, 
either for the purpose of jointly making demands upon 
their employers or of forming associations for the purpose 
of their mutual advantage, have been repealed, and the 
workingmen given a liberty comparable with that existing 
in Great Britain and America. ‘ 

For the securing of information concerning labor condi- 
tions and affording all classes an opportunity to make 
known their opinions and wishes, few countries have gone 
as far as France. In the superior and local councils of 
labor and in the councils of prudhommes both employers 
and employees can freely bring forward their demands and 
have them subjected to careful consideration. The labor 
bureau has proven an exceptionally energetic body, and its 
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reports have exerted a great influence in promoting neces- 
sary legislation. The law for the promotion of the organ- 
ization of societies for providing cheap and sanitary houses 
for the working classes has been an exceptionally well- 
devised and successful measure. 

It is in the field of workingmen’s insurance, however, 
that the most notable action has been taken within recent 
years. The existing institutions for old-age and invalidity 
and for sick insurance have been thoroughly overhauled 
and reorganized, so as to conform to modern ideas of insur- 
ance principles. A revolution has been enacted in regard 
to the vexed question of accidents to labor. The old idea 
of limited employer’s liability, so unsuited to modern con- 
ditions, has been absolutely rejected, and in its place the 
system inaugurated whereby all employees are compulso- 
rily indemnified by their employers for all injuries received 
by them while at work, if not brought about by the gross- 
est carelessness or intent. For the important class of 
miners, whose conditions are peculiar, a complete system 
of compulsory insurance against old age, invalidity, and 
sickness, has, in addition, been provided. 

The above record is one with which France can fairly 
be proud: she has fully kept pace with the other indus- 
trial nations of Europe. In her action there are one or 
two general characteristics that are of great significance to 
the student of methods of social reform. Though accom- 
plishing the most important and salutary changes, these 
measures have in most cases been thoroughly conservative 
as regards direct state action. It is little short of remark- 
able to notice that, in spite of the great socialistic agitation 
which has characterized this period, the mode of action 
advocated by it has received to so slight an extent any 
indorsement in the legislation actually enacted. We are 
accustomed to think of France as a country in which gov- 
ernmental interference is carried to an extreme. Yet in 
her labor legislation we have seen all measures looking 
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towards the direct action of the state defeated all along 
the line. The tremendous pressure brought to bear upon 
the Parliament for the compulsory insurance of working- 
men by the state has been successfully combated. All 
efforts looking to the direct construction of houses for the 
working classes by governmental authorities, either central 
or local, have been defeated, and a measure enacted whose 
purpose is merely to encourage private initiative. Plans 
for compulsory state arbitration of labor disputes have 
likewise been rejected. It is the contest between the 
principles of state and private action which has thus been 
fought in regard to almost all measures of social reform 
coming before the French Parliament, and the triumph of 
the latter, that is the feature of fundamental interest in 
this history of a quarter of a century’s social reform. 


WILLIAM FRANKLIN WILLOUGHBY., 


HarvarRp UNIVERSITY. 











CLARE’S DISTRIBUTION OF WEALTH.* 


For several years it was known that Professor Clark had in 
hand the preparation of a book which should set forth in sys- 
tematic form his theory of distribution, fragments of which 
had appeared from time to time in various journals. The pub- 
lication of this long-expected volume was accordingly wel- 
comed eagerly by students of economic theory. From what 
Professor Clark had previously written it was certain that the 
work would be a notable contribution to the literature of po- 
litical economy. Indeed, many of his followers had predicted 
that it would at once take rank with the half-dozen or so lead- 
ing works on the subject. Unfortunately, there are too many 
things in the book which are calculated to provoke contro- 
versy to permit a universal ratification of this prediction. 
Nevertheless, every candid reader, of whatever school or shade 
of opinion, must admit that the author does not lack original- 
ity and acumen, and that his conclusions are developed in a 
masterly manner, and expressed in a clear and forcible style. 

It is in the department of distribution that economics bor- 
ders most closely upon ethics, and Professor Clark neither 
ignores the ethical bearings of his theory nor commits the 
more serious blunder of confusing economic with ethical prob- 
lems. From his point of view, the justification of the social 
order depends upon whether it can be shown that, under nor- 
mal conditions, what goes in payment for each agent of 
production is the product of that agent, or that “free compe- 
tition tends to give to labor what labor creates, to capital 
what capital creates, and to the entrepreneurs what the co-or- 
dinating function creates.” 


To each agent a distinguishable share in production, and to each a 
corresponding reward — such is the natural law of distribution. This 
thesis we have to prove; and more hinges on the truth of it than any 
introductory words can state. The right of society to exist in its 
present form, and the probability that it will continue so to exist, are 


©The Distribution af Wealth: A Theory of Wages, Interest, and Profits. 
By John Bates Clark. New York: Macmillan Company. 1899. pp. 445. 
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at stake. These facts lend to this problem of distribution its meas- 
ureless importance. ... The indictment that hangs over society is 
that of “exploiting labor. ... If we are to test this charge, however, 
we must enter the realm of production. We must resolve the prod>\ 
uct of social industry into its component elements in order to an | 
whether the natural effect of competition is or is not to give to each 
producer the amount of wealth that he specifically brings into exist- } 
ence.” (p. 8.) 


The defence of the system of competition would therefore 
resolve itself into the two following propositions :— _ 

1. Each agent of production ought to command that share 
of the product of social industry which it specifically has 
brought into existence, 

2. This is what actually takes place under competition. 

The first of these propositions involves ethical principles, 
and is not discussed at all. To the defence of the second, 
which involves no ethical considerations whatever, the book is 
principally devoted. 

Unfortunately for this line of defence the single taxer, with- 
out being inconsistent, and even the socialist, might admit 
both propositions and yet demand fundamental changes in the 
social order. The author’s argument relates wholly to func- 
tional distribution, and leaves the more vital question of per- 
sonai distribution untouched. The disciple of Henry George 
might therefore admit that the land creates a definite share in 
the product, and at the same time deny that the landlord 
had any part in it. He might also admit that the land ought 
to be paid for on the basis of its productivity, and deny that 
the private landlord should receive rent. The alternative 
would be to allow the State to receive the share which is at- 
tributable to land. The socialist might take the same posi- 
tion as to all instruments of production. The right of the 
present social order to exist depends upon the laws which 
govern not functional, but personal distribution. Our only 
interest in functional distribution is due to the light which it 
throws on the vastly more important question of personal dis- 
tribution. We need to be shown that the tendency of the 
present social order is to give to each individual producer the 
share which he individually creates, and no more. 
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Whatever may be thought of the author’s argument as a 
defence of society, it is doubtful if his main thesis can be suc- 
cessfully assailed in the present state of economic knowledge. 
Bearing in mind that he is discussing functional distribution 
only, and personal distribution not at all, that he maintains 
only that the tendency of competition is to give to the owner 
of each factor of production the share which that factor specifi- 
cally has produced, and not to each person what he individu- 
ally has produced, he cannot be charged with ignoring certain 
manifest forms of unearned income. In supporting his thesis, 
he is not obliged to maintain that the heir to a fortune is him- 
self the producer of the income which he receives, but only 
that his income is the product of his capital. Nor is he 
obliged to maintain that an idle landlord is himself the pro- 
ducer of the rent which he receives, but only that this rent is 
the product of his land. Nevertheless, it is to be regretted 
that more than once in the course of his argument he implies 
conclusions relating to personal distribution which form no 
part of his thesis and which by no means follow from his argu- 
ment. These and such other parts of the work as are open to 
serious criticism do not seem to the present writer to be essen- 
tial to the author’s main thesis. Their examination will, there- 
fore, be taken up after this thesis and the author’s method of 
supporting it have been explained. So far as the strictly con- 
structive part of the work is concerned, it is practically above 
criticism; though the captious critic would doubtless find 
grounds for criticism even here if he were so determined.* 

“Tn that original state of things,” says Adam Smith, “ which 
precedes both the appropriation of land and the accumulation 
of stock, the whole produce of labor belongs to the laborer. 
He has neither landlord nor master to share with him.” It is 
Professor Clark’s contention that not only in “that original 
state of things,” but in the present state of things, the whole 
produce of labor goes to the laborer. The capitalist + does 





°c. “J. B. Clark’s Formule of Wages and Interest,” by Mr. R. 8. Padan, in the 
Journal of Political Economy for March, 1901. Mr. Padan is led astray appar- 
ently by the purely accidental circumstance that Professor Clark happened, on 
Pp. 201, to draw two diagrams exactly alike. 

+ Professor Clark refuses to distinguish land from other instruments of pro- 
duction, but includes them all under capital, for reasons which will be examined 
later. 
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not share with the laborer in the product of labor, but takes 

only the product of capital. He does not engage in a labored 

argument to prove that capital is productive, it being taken 

for granted that tools and other instruments are useful, and 

enable the community to produce more than it could with- 

out them, and that this is the only sense in which anything 

can be said to be productive. However, Professor Clark is by 

no means to be accused of resting his case on this crude obser- 

vation and method of reasoning. Quasi-economic literature is 

already full of different versions of the argument that all 

wealth is the product of labor, because none could be produced 

without labor. By the same process, all wealth could be 

shown to be the product of land, or of capital. What needs to ) 
be done is to point out a method of distinguishing between the {~ 
product of the various factors of production. On this point, 
Professor Clark’s discussion is a model of clearness and conclu- 
siveness, to which it would be impossible to do justice without 
reproducing it. 

It is obvious that the “method of difference” is the only 
method adequate to the task of distinguishing between the 
products of labor and of capital. Some way must be found 
by which we can observe the variation in the product which 
follows a variation in the factors of production, and these 
variations must both be approximately measurable. Under 
any rational theory of causation the variation in the product 
must then be attributed to the variation in the factor. With- 
out some such method as this it would be as impracticable to 
try to distinguish the product of labor from that of capital 
as it would to distinguish the product of the upper from that 
of the nether millstone. Some such method is, according to 
the author, actually carried out in the industrial world. How- 
ever, it must be borne in mind that it is not labor in general, 
nor in the abstract, but specific ‘units of labor, that are bar- 
gained for and for which wages are paid, Similarly, it is not 
capital in general, nor in the abstract, but specific units of 
capital for which interest is paid. Therefore, we have not to 
determine the product of labor in the abstract, nor of capital 
in the abstract, but of specific units of labor considered sepa- 
rately and of specific units of capital considered separately. 
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As to labor the question is, How much does a given unit of 
labor add to the total product of social industry by working, 
or how much does it take from the total product by not work- 

} ing? Find out this amount, and you have the product of one 
unit of labor. By a process exactly similar you may find the 
product of a unit of capital. Multiply the amount thus ob- 
tained in either case by the number of working units of the 
factor in question, and you get its product. 

This method, it must be observed, would give for a single 
unit of either factor a result very different from that obtained 
by taking the total product of social industry, and dividing it 
by the number of units. This difference is due to the fact 
that the power of any individual unit (of labor, for example) 
to affect the total product is gauged by the power of a 
marginal unit, or the unit that is employed in the least effec- 
tive place relatively to the instruments of production and 
Ahe opportunities for labor. Relatively to land, for example, 
it must be considered as working upon the no-rent land or 
upon the no-rent margin of the better grades of land. Even 
though the particular unit in question does not itself work 

pon either place, its addition to the force already at work 
will cause such a shifting about of the other units as to crowd 
some other unit on to the margin, or its subtraction from the 
force already at work will cause such a shifting about as to 
withdraw one unit from the margin. In either case the net 
imerease or decrease in the product of the whole industry is 
the amount that can be added by a unit working on the 
margin, or subtracted by a unit withdrawing from the margin. 
This amount, under the author’s theory of economic causa- 
tion, is the real product of a unit of labor. Reducing the 
argument to more formal terms than he himself attempted, 

it may be stated as follows: If the total product of a certain 

community, or of a certain industry, is 2, and the addition of 

another unit of labor to the force already at work makes the 

product x -+- y, or the subtraction of one unit from the force 

makes the product x —y, the product of one unit of labor is y. 

With that unit, y is; without that unit, y is not: therefore, 

that unit is the cause of y. This amount is all that a unit of 

labor is worth on the market: it is the maximum amount 
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which any employer can afford to pay. At the same time it 
is worth so much; and under perfect competition the em- 
ployer will have to pay so much. This part of the argument, 
however, can be anticipated by any one at all familiar with the 
theories of marginal utility and marginal productivity. 

The author extends the theory of marginal cultivation over _ 
all instruments of production. There are no-rent instruments 
of various kinds, of which land is only one. Moreover, there 
is a no-rent intensive margin of cultivation of other instru- 
ments as well as of land. The extensive margin of land culti- 
vation is, therefore, only a single point upon a much broader 
margin where the laborer can be independent of the capitalist 
and get the whole produce. Therefore, the author rejects the 
“ squatter-sovereignty ” theory, which ascribes to the laborer on 
the no-rent land the power to fix the wages of all labor. The 
returns from such labor may serve as an indicator; but they 
have no more power over wages than do the returns from 
labor at any other point on this broader margin. 

Though it has no direct bearing on the main line of argu- 
ment, it is interesting at this point to notice the author’s sug- 
gestion as to the diffusion of the unearned increment from 
land. Granting that “wages in America have been made to 
conform to the amount that homestead settlers can make by 
availing themselves of the offers of the government,” yet “the 
settler gets more than the income that comes to him in the 
shape of crops. The rising value of land enters directly into 
his gains; and it enters directly into the pay of the artisans 
and others who are held in the mills and shops by pay that is 
approximately equal to the settlers’ gains, Land values thus 
diffuse themselves everywhere.” * . 


It is in the more formal and descriptive parts, rather than in 
the constructive parts of his argument, that the author departs 
most widely from the beaten paths. Here also, in the opinion 
of the present writer, he is most subject to criticism. In his 
discussion of the place of distribution within the natural divi- 
sions of economics, he makes an interesting addition to the 
already long list of schemes for the subdivision of the science. 
Every such scheme must of course be based upon a classifica- 


* Pages 86, 87, 
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tion of some group of phenomena which is, for the time at 
least, regarded as of fundamental importance. The division 
into the traditional four departments is based upon a classifica- 
tion of the physical processes through which economic goods 
| are seen to pass in the world about us: they are actually pro- 
duced, exchanged, distributed, and consumed. Professor Mar- 
shall’s scheme of subdivision, as shown in his Principles of 
/ 

| 














Economics, seems to be based upon a classification of the 
Jorces which play int economic world and which control the 
processes. In his article on“ The Method of Political Econ- 
i} omy,” in Palgrave’s Dictionary of Political Economy, Mr. W. E. 
Johnson suggests a scheme which is evidently based upon a 
classification of the tasks which the expositor has to perform. 
| It would be possible to devise any number of schemes based 
upon the classification of different groups of phenomena ; but 
it is annecessary to attempt here to catalogue them all. Pro- 
fessor Clark’s scheme is based upon a classification of the con- 
’ ditions under which economic activities are carried on. These 
conditions are either isolated or social, and they are either 
static or dynamic. Therefore, the four “natural divisions” 
are, according to the author: 1. Isolated static; 2. Isolated 
dynamic; 3. Social static; 4. Social dynamic.* Distribution 
comes under the third of these divisions. 
It is evident that there are no “natural divisions” of eco- 
nomics, if by that expression it is implied that the subject nat- 
urally divides itself into departments regardless of the purpose 
or the convenience of the expositor. For his own conven- 
ience, or for purposes of his own discussion, it would have 
been quite competent for the author to subdivide the subject 
to suit himself. But, when he attempts to subdivide the whole 
field of economics into its “natural divisions,” he implies, at 
least, that his is a better scheme for the general writer than 
the traditional one, or that the group of phenomena upon 
whose classification his scheme is based is of more fundamen- 
tal importance than the group upon which the traditional 
! scheme is based. This he has not satisfactorily shown. While 
i no absolute rule can be laid down, yet it is in harmony with 


* Page35. In order to reduce the number of divisions to three, Professor Clark 
i} unites the first and second in one, which is to embrace the universal phenomena 
of wealth. 
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general scientific usage to subdivide a subject on the basis of 
the things to be explained rather than on the basis of the 
forces, the concepts, or the conditions which help in the expla- 
nation. This rule has already the sanction of long usage in 
economics, for the processes of wealth creation and utilization 
are the things to be explained. What is more to the point, a 
scheme of subdivision based upon a classification of processes 
will be found to be of greater assistance to the investigator 
and the expositor. 

The chief difficulty with the traditional four departments is 
, that they do not sufficiently differentiate the psychical from 
the physical processes. This is easily remedied by a more 
complete classification of the processes, without changing the 
basis of classification at all. The most fundamental division 
is that between the physical processes by which goods are pro- 
duced and finally brought to their ultimate form and purpose, 
and, on the other hand, the psychical processes by which 
values are estimated. These two processes go on side by side, 
to be sure, and each is conditioned by the other; yet they are 
sufficiently distinct to permit of separate treatment for pur- 
poses of investigation and exposition. Under the physical 
processes come the special processes of production, exchange, 
distribution, and consumption, of which special departments 
, may still be made, The departments of production and con- 

sumption should contain essentially the same material as at | 

present. The department of exchange should be confined to | 
an explanation of the processes and the methods, the mechan- J 
ism and the media by which transfers of goods are effected. / 
The department of distribution should be confined to a de- 
scription of the various processes and methods by which 
shares are apportioned, and of the various forms of remunera- 
tion, under different systems of industrial organization. 

Since the psychical process consists in estimating values, it 
may not improperly be called the process of valuation. Under 
5 this come two special processes, the valuation of commodities 
and the valuation of services. All economic goods have a com- 
modity value, usually expressed as their selling price. Most 
goods that last for a time are capable of furnishing a flow of 
services (or utilities); and these services also have a value, 
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variously expressed as certain shares in distribution. Thus 
land, for example, has its commodity value, usually expressed 
as its selling price, while the services which land renders also 
have a value, usually expressed as rent. Except where slavery 
survives, the laborer has no commodity value,—he is not 
evaluated ; but his labor, which consists of a flow of services, 
has a value, usually expressed as wages. When we have ar- 
rived at an explanation of the process of valuation, we shall 
have a theory of value. This theory, however, should explain 
the whole process, and not simply that part which consists in 
evaluating commodities, The theory which explains the proc- 1 
ess of evaluating services will be that which is commonly 
\ called the theory of distribution. 
A little further analysis reveals that services are either 
direct or indirect. For example, labor may be devoted to 
personal service or to production. In the former case the 
service is direct; in the latter, indirect. Land may be used 
for dwelling sites or landscape gardens and the like, or it may 
be used for production. In the former case the service is 
direct ; in the latter, indirect, Produced goods may also be 
used directly, as when a house is used as a dwelling, or they 
may be used indirectly, as when the house is used as a shop. 
Direct services are valued according to the direct gratification 
they are capable of furnishing. Indirect services are valued 
only according to the other sources of gratification (goods) ) 
which they are capable of producing. This way of looking at 
the question makes the problem of distribution much simpler 
than it can possibly be made under Professor Clark’s scheme. 
/ It enables one to explain the wages of personal service and the 

rent of land or other goods for purposes of consumption, with- 
out carrying the process of abstraction beyond the danger 
\ limit. It is more than doubtful if the same can be said of 
Professor Clark’s scheme. If wages are the specific product of 
labor, what is the specific product of the musician’s labor? 
Certain air vibrations which have value. If rent is the spe- ; 
cific product of land, what is the specific product of a land- 
scape garden? Certain ether vibrations which have value. 
What is the specific product of a hired article of wearing ap- 
parel? Doubtless even this could be answered if it were 
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worth while. The net result of this process of reasoning is to 
show that value is the thing produced. When this value is 
embodied in nothing more substantial than certain ether vibra- 


pothesis, it would seem wiser to consider the value of the ser- 
vice directly than to attempt to consider the value of the 
ether vibrations which result from the service. 

It is a part of the author’s scheme of subdivision to reduce 
the problem of value to a special problem of distribution 
under the name of group distribution. The value of a prod- 
) uct determines the gross income of the whole group engaged 
in its production, whereas the division of this gross income 
among the different classes of producers within the group is 
the problem of functional distribution. The suggestion is 
interesting and may possibly prove useful, though its useful- 
ness does not appear on the surface. No particular difficulty 
is met with, so long as our attention is directed towards the 
value of products of industry ; but it would require some subtle 
analysis to reduce the value of a natural agent, such as land, 
especially of land not used in production at all, to a question 
of group distribution. 





Probably the most unsettled question of economic theory 
at the present time is that of the nature and function of 
capital. It is upon this subject that Professor Clark is most 

startlingly original, and, in the opinion of the present writer, 

least satisfactory. The initial difficulty is to find out just what 
he means by capital. His first statement seems definite and 
concise enough. “Capital consists of instruments of pro- 
duction, and these are always concrete and material. This 
fact is fundamental.”* “The capital of the world is, as it 
were, one great tool in the hand of working humanity — the 
armature with which humanity subdues and transforms the 
resisting elements of nature.” From this it is evident that 
| capital consists of material things. Yet material things 
perish or wear out, while capital, according to the author, 
does not. “The most distinctive single fact about what we 
have termed capital is the fact of its permanence. It lasts; 


* Page 116. t Page 117. 











tions whose very existence is only inferred on a physical hy-' 
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and it must last, if industry is to be successful.”* Does this 
simply mean that wisdom requires the community to keep its 
fund of capital from depletion by continually replacing its 
: worn-out instruments with new ones, or does it mean that 
x capital is endowed with a kind of indestructibility, and does 
| mot need to be continually re-created by repeated acts of 
saving or by repeatedly waiting for the product of new in- 
struments that are made to replace the old? Evidently, the 

latter; for, continuing, he says : — 


Again, capital is perfectly mobile; but capital goods are far from 
being so. It is possible to take a million dollars out of one industry, 
and put them into another. Under favorable conditions, it is pos- 
sible to do this without waste. It is, however, quite impossible to 
take bodily out of one industry the tools that belong to it, and put 
them into another. The capital that was once invested in the whale 
fishery of New England is now, to some extent, employed in cotton 
manufacturing; but the ships have not been used as cotton mills. 
As vessels were worn out, the part of their earnings that might have 
been used to build more vessels was actually used to build mills. 
The nautical form of capital perished ; but the capital survived, and, 
as it were, migrated from the one set of material bodies to the other.t 


This sounds very much as though capital were immaterial. 
Again : — 

We may think of capital as a sum of productive wealth, invested 
in material things which are perpetually shifting — which come and 
go continually — although the fund abides. Capital thus lives, as it 
were, by transmigration, taking itself out of one set of bodies, and 
putting itself into another again and again.t{ 


Though he distinctly disclaims the notion that capital ever 
lives in a disembodied state, it yet seems from these passages 
that capital is some form of spiritual essence different from 
the goods which it inhabits, even though it cannot live en- 
tirely apart from goods, 

A somewhat different idea, which may help to explain the 
whole matter, is gained from the following : — 


Make an inventory of all the concrete instruments of production 


that the world contains, including in the list every commodity that 
helps to produce other commodities, and putting opposite the name 


* Page 117. t Page 118. t Pages 119, 120. 
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of each article the sum that in a year it can earn for its owner. 
Add together all these sums, and the gross amount is the total in- 
come of the property-holding class, as this income is reduced to the 
form of rent. Now take a different course. Make the same inven- 
tory of capital goods as before, appending to the name of each article 
the value that it embodies. Add together these values, and the 
grand total will describe the permanent capital of the world. Find 
what part of itself this fund will earn a year, and you have the rate 
of interest.* 


From this it would appear that capital is the fund of value 
which is embodied in capital-goods. Elsewhere he speaks as 
though capital were the jund of capital-goods, as distin- 
guished from the goods themselves, using the illustration of a 
reservoir which is conceived of as an entity distinct from the 
particles of water which it contains. This seems to be the 
conception which he consciously adopts ; yet more frequently he 
writes as though he had unconsciously adopted the conception 
of capital as a sum of value embodied in capital-goods, Inter- 
est is distinctly conceived of as a sum of value and as a per- 
centage of the capital which earns it. A sum of value can 
manifestly be a percentage of nothing else than another sum 
of value. This idea so persistently reappears during the 
course of the author’s argument that one is compelled to 
believe that, after all, his real concept of capital is that of a 
sum of value embodied in capital-goods, Beyond the mere 
statement of it, there is practically nothing to indicate that 
he regarded capital as a fund of capital-goods to be distin- 
guished from the goods themselves. Besides, it is difficult to 
see what use he could possibly have made of such a concept. 

The effort to distinguish between capital and capital-goods 
seems to be simply an attempt to distinguish between a quan- 
titative measurement for capital and the capital itself. Things 
are measured, of course, by selecting a single property which 
they possess in common, such as number, extension, or specific 
gravity, and comparing them on the basis of this property. 
When we want to say how much there is of a certain thing, 
we express it in terms of the property according to which it 
is commonly measured. This is true of wealth and capital as 
of other things. The primitive herdsman, if asked the amount 


* Page 124. 
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of his wealth, would doubtless have answered an hundred 
head or two hundred head, as the case might be. The primi- 
tive agriculturist, whose wealth consisted of wheat, might 
have answered in terms of cubic contents, as so many bushels. 
It is conceivable, though improbable, that both might have 
united upon specific gravity as the basis of measurement, and 
have answered in pounds. But the change to specific gravity 
as the basis of measurement and quantitative expression 
would not have changed one whit the nature of their wealth 
or their capital. Nor would it have made either clearer or 
less clear the distinction between capital and capital-goods. 

As a matter of fact, value, being the one property common 
to all forms of wealth, has long since been selected as the 
property according to which all wealth is to be measured, and 
in terms of which quantities of wealth are always to be ex- 
pressed. When asked how much wealth they have, men will 
reply, so many dollars, just as the herdsman would have an- 
swered, so many head. When asked in what their wealth con- 
sists, they will enumerate the goods, just as the herdsman 
would have enumerated his animals. Capital, being a form of 
wealth, is measured, and its quantity is expressed, in precisely 
the same way. Does this change in the basis of measurement 
change in the slightest degree the nature of capital? By no 
means. When asked how much capital they have, men will 
express it in dollars; but, if asked in what their capital con- 
sists, they will enumerate the instruments. The instruments 
are the capital, and the amount of value in them is not the 
capital.* 

Every distinction which Professor Clark has made between 
capital and capital goods can be made with equal clearness 
and with equal justice between the herdsman’s hundred head 
and the animals composing it, between the farmer’s bushels 
and the wheat which they contain, or between the pounds of 
wealth, on the one hand, and the animals and wheat, on the 








*Certain recent writers have come very near this truth, but have just failed 
to reach it. See especially Tuttle, ‘The Wealth Concept,” in Annals of Amert- 
oan Academy of Political and Soctal Sctence, vol. i. pp. 615-634, and “The Fun- 

tal E ic Principle,” in this Journal for February, 1901; also, Fetter, 

* Recent Discussion of the Capital Concept,” in this Journal for November, 1900. 
Both writers have confused the expression for the quantity of a thing with the 
thing itself. 
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other. First, as to the permanence of capital. Does capital 
abide while capital-goods perish? Or is it only the quanti- 
tative expression for capital which remains, while capital, the 
thing measured, perishes? Evidently, the latter. Though 
animals perish, the amount of the herdsman’s wealth, meas- 
ured numerically and expressed, for example, as an hundred 
head, may remain. Is it the same wealth? Not unless it is 
the same hundred head. Though wheat perishes, the amount 
of the farmer’s wealth, measured in cubic contents and ex- 
pressed, for example, as a thousand bushels, may remain, Is 
it the same wealth? Not unless it is the same thousand 
bushels, Though animals and wheat perish, the wealth of 
both farmer and herdsman, measured on the basis of specific 
gravity and expressed, for example, as ten thousand pounds, 
may remain. Isit the same wealth? Not unless it is the same 
ten thousand pounds. Though goods of all kinds perish, the 
amount of wealth, measured on the basis of value and ex- 
pressed in dollars, may remain. Again, is it the same wealth? 
The things measured, whose quantity is expressed in dollars, 
are evidently not the same; and it is only by confusing the 
measure for the thing measured that it can be said to be the 
same wealth. 

It may be objected that value is not only the property com- 
mon to all economic goods, but that it is the property which 
makes them wealth ; that it is because of their value that they 
are wealth; that they are wealth only to the extent of their 
value; and that wealth is therefore really a quantity of value. 
It is true that, under present conditions, the individual pro- 
ducer is interested in producing value, and not bushels or 
pounds. Since he does not usually consume the identical 
things which he produces, he is well off in* proportion to the 
value of his products. This, again, merely means that he ex- 
presses the quantity of his wealth in dollars, and not in pounds, 
bushels, or yards; and it in no wise affects the permanency of 
wealth. To the isolated farmer the desirable quality in his 
wheat is its nutriment, and not its cubic contents. It is its 
nutriment which makes it wealth, and he is well off in pro- 
portion to the amount of nutriment. Therefore, it may be 
urged, his real wealth is a quantity of nutriment, and ought 
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to be so measured and expressed. Still, it could scarcely 
be maintained that the same nutriment abides, while wheat 
perishes. From the standpoint of the isolated farmer the de- 
sirable property in his oxen (assuming oxen to be typical in- 
struments of production) is their available strength. His real 
capital might therefore be said to be a quantity of available 
strength, expressed, perhaps, in foot- pounds. To maintain 
that the same available strength abides, while oxen perish, 
would be carrying the theory of the conservation of economic 
energy too far. The case is not different when capital is 
expressed in dollars, as it comes to be under social condi- 
tions.* 

All that has been said of the permanency of capital can be 
repeated of its mobility. Since capital consists of capital- 
goods, it can be neither more nor less permanent nor more 
nor less mobile than they. The amount or supply of capital 
(read capital-goods) may be maintained and kept more or less 
permanent by replacing worn-out instruments with new. Simi- 
larly, the amount or supply of capital may increase in one in- 
dustry while it is decreasing in another. It may even in a 
sense be enabled to increase in the one because it is allowed 
to decrease in the other. If the instruments used in one in- 
dustry are no longer replaced when worn out, the owners are 
saved that expense, and enabled the more easily to make, or 
have made, new instruments for use in another. The owners 
may thus maintain the supply of their capital, though the cap- 
ital itself has changed. All that the author has said about 
capital and capital-goods would mean quite as much and be 
far less confusing if he had everywhere substituted the terms 
“supply of capital” and “ capital.” 

Next, as to the indestructibility or self-perpetuating power 
of capital, note the following : — 

In every case an instrument that is gained by genuine abstinence 
signifies that the man has more permanent capital than he had be- 
fore. In due time this instrument will wear itself out; and it will 
be followed by another instrument. Virtually, though not literally, 

*The author makes so much of the distinction between capital and capital- 
goods, and holds so persistently to it throughout the entire book, that the re- 


viewer is compelled to devote more space to its examination than would other- 
wise seem necessary. 
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it will have created that other instrument; and the second instru- 
ment in the series, as well as all the following ones, will have come 
into existence without further abstaining acts. When a loom in my 
cotton mill shall be discarded by reason of age and infirmity, I shall 
not be forced to replace it by trenching upon my income and denying 
myself goods that I have been accustomed to consume; for, in 
addition to the net income that the loom has earned for me, it has 
provided a sinking fund which replaces itself without imposing on 
me any further burden. Not all the creating of capital goods, then, 
calls for abstinence. The starting of an entirely new series of 
capital goods does so; and the abstinence exhausts itself in calling 
the first one of the series into being, for the later ones are virtually 
made by the first one.* 


It is not easy to tell just what is here meant. The author 
seems to imply that abstinence consists in denying one’s self | 
goods that one has been accustomed to consume; but this 
would involve conclusions which he himself would scarcely 
admit. If the loom in his cotton mill should enable him to 
consume as much as he has been accustomed to, and furnish 
him, besides, with a surplus income sufficient to replace it 
with two new ones by the time it is worn out, both new ones 
would then be the virtual products of the first one, and would 
involve no abstinence at all. If the first canoe had enabled 
Walker’s primitive fisherman to eat as many fish as he was 
accustomed to, and to make ten other canoes during its life- 
time, the whole ten would then have been the virtual product 
of the first. If, from that time on, the community could go 
on increasing its capital indefinitely without having to con- 
sume less than it was accustomed to before the first canoe was 
made, all subsequent accumulations would then be the virtual 
product of that first canoe. And if, perchance, the first canoe 
had been made during such an unusually good fishing season 
that its maker had not been compelled to consume less than 
was his custom, abstinence would have been eliminated 
altogether. 

If, however, abstinence consists in denying one’s self goods 4+ 
that one has the power and the opportunity of consuming, it 
becomes perfectly obvious that it enters into the creation of 
the later instruments of a series quite as truly as into the 
* Page 127. 
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first. The providing of a sinking fund with which to replace 
itself is precisely what the loom in his cotton mill does not 
do. What it does is to provide an income for its owner, and 
the owner has a perfectly free hand to do with this income 
as he chooses. It is all alike, and no part of it bears any 
mark by which it can be distinguished as sinking fund. Even 
if the owner decides that he will set aside such a fund, he 
cannot tell exactly how much is necessary, but must make 
an estimate of the average rate of deterioration, or of the 
average lifetime, of aloom. If a sinking fund is accumulated 
at all, it is only because the owner definitely decides to con- 
sume less than he has the opportunity and the legal right of 
doing, and to set aside a part of his income for that purpose. 
Whether he so decides or not will depend largely upon his 
character. If he is reasonably thrifty, he will not consume 
all his income, and allow his capital to become depleted. If 
thrift is a strong characteristic, he will not only save enough 
out of his income to replace his worn-out instruments, but 
will provide for an increase in the total amount of his capital. 
But the act by which he increases his supply does not differ 
in the least from the act by which he keeps his supply intact. 
Capital, in other words, has no such self-perpetuating power 
as the author attributes to it, but has to be continually re- 
created by repeated acts of saving. 
Even more remarkable is the following : — 


Let us, for example, plant a forest of such slow-growing trees 
that it will take fifty years to bring one of them to the point of 
maturity at which it will be ready for cutting.... After fifty years 
the cutting begins; and now all waiting is over. We may cut every 
year a row from the ripe end of the forest, and plant a row at the 
opposite end. From this point on, the long period involved in the 
ripening of the trees loses its importance. The setting out of a new 
row of trees is now a very different thing from the planting of the 
original row fifty years ago; for, in a sense, the present planting 
yields firewood at once. It replaces the row that we now cut, and 
prevents this cutting from trenching at all on the capital represented 
by the forest; and it would have this effect if the trees required five 
hundred years for maturing instead of fifty, provided only that there 
were, in that case, five hundred rows in the forest. As tree planters, 
even in that case, we should have no more waiting to do than we 
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should now have if we could sow acorns, and, by magic, cause them 
instantly to become oaks five centuries old.* 


The author seems to think that there is some connection 
between the planting of a new row of trees and the oppor- 
tunity to use a row of matured trees, whereas there is no 
connection at all, It is true that we can plant a row each 
year and cut a row each year, but we could cut the matured 
row whether we planted the new row or not. The reason we 
are able to cut trees without further waiting is because some 
one has already waited. If, after cutting a row, we plant a 
new one, we do so by diverting some of our labor from other 
employments which might yield immediate returns. Occupy- 
ing ourselves in these other employments would not reduee 
our present stock of wood and lumber in the least. The 
results of labor devoted to planting a new row must be waited 
for as truly as the results of the labor that planted the first 
row. It is true that, under the present organization of in- 
dustry, the row that is just planted has a value and can be 
sold for a price, thus enabling the planter to realize at once 
on his labor. The same could be said of the first row im- 
mediately after its planting. But it must be borne in mind 
that the new row, in either case, would command a price only 
on condition that some one could be found who was willing 
to advance the price, and himself wait for the product to 
mature. 

The following passage is still stronger, and still farther 
from the point: — 

Again, let a forest twenty acres in extent suffice to furnish fire- 
wood for a family. A tree will mature in twenty years; and the 
forest must be kept intact, in point of size and* maturity, or the 
supply of wood will fail. Each year we plant a row of trees along 
one side of the forest, and cut a row from the other. The planting 
and the cutting are, in a way, simultaneous. We do not burn to-day 
the tree that we plant to-day; but we do burn a tree, the consuming 
of which is made practicable by to-day’s planting. The tree that is 
just set is, then, an enabling cause of the consuming of one that is 
twenty years old. To plant a sapling and wait for it to mature 
would be a slow way to make a fire; but to plant one and, by means 
of this planting and the maturing of the forest, to get at once another 

* Pages 131, 132. 
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tree for use, is a quick way to make a fire. The forest is a 
synchronizer of labor and its virtual fruit. The fact that is of 
practical consequence is, that, if we have once secured the permanent 
forest, we need do no waiting for fuel.* 


If there is anything certain about the condition of this fam- 
ily, it is that its present supply of firewood is neither less nor 





me , more because of its present labor at tree-planting. The plant- 





ing of a tree has no more to do with the ability to build a fire 
at once than has the digging of a clam. The tree that is 
planted to-day will not enable the family to build a fire for 
twenty years. It was the planting of a tree twenty years ago, 
and that alone, which enables the family to have a fire to-day. 
Here, as before, the only way in which the family can realize 
at once on the labor of planting trees is by finding some 
one who is willing to advance the present value of the trees 
and himself wait for them to mature. The forest is, there- 
fore, in no sense “the synchronizer of labor and its virtual 
fruit.” 


f The real difficulty is that Professor Clark has overlooked 


the essential fact that for the isolated producer, and for soci- 
ety as a whole, there is no such synchronizer of labor and its 
virtual reward as he has imagined. The isolated tree-planter 
must wait for the virtual as well as for the literal product of 
his labor. There is no possible way by which he can reap 
to-day the product of to-day’s tree-planting, and it makes no 
difference whether he is beginning a new forest or continuing 
one that is five centuries old. The same is true of society as 
a whole. But the individual tree-planter, under present social 
conditions, can reap a virtual reward at once by selling the 
trees just planted to some one who is willing to do the wait- 
ing. What he will normally be able to get will be the ex- 
pected future value of the trees, minus the cost of waiting for 
them to mature. What really happens here is that one mem- 
ber of the community has undertaken to do the waiting for 
another. This is exactly what happens in every case where 
the labor of an individual is synchronized with its virtual prod- 
uct, and no amount of subtlety can obscure this essential fact. 
The author says further : — 

* Page 313. 
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On the ranches of Montana cattle are breeding, among the forests 
of Pennsylvania hides are tanning, in the mills of Brockton shoes 
are finishing; and, if the series of goods in all stages of advance- 
ment is only kept intact, the cowboy may have to-day the shoes that 
he virtually creates by his efforts.* 


The cowboy may have to-day the shoes that he virtually 
creates by to-day’s labor, ¢f some person, or series of persons, 
is willing to buy the real product of his labor (pay him wages) 
and then wait for the product to mature. If such persons can 
be found, the cowboy can have shoes to-day, whether the se- 
ries of goods in all stages of advancement is kept intact or not. 
If such persons cannot be found, he cannot have shoes for his 
day’s labor, even if the series of goods is kept intact. If, how- 
ever, the author really means that such persons are only en- 
abled to take the cowboy’s product and wait for it to mature 
because of the accumulated wealth which they own or control, 
his position is, of course, well taken. But this would be the 
poorest kind of an argument against the doctrine that ad- 
vances are made by one class in the community to another, 
which is the point at which his whole discussion of the syn- 
chronizing power of capital is aimed. 

Whether capitalists, for example, make advances to laborers 
or not is altogether a matter of definition. They make no 
such advance if by that it is meant that wages are paid before 
the individual employer has a chance to realize on the prod- 
ucts of labor. Labor is not usually paid for until after it is 
performed. The moment it is performed, an increment of 
value is added to the material upon which it is expended, 
This value belongs to the employer, and from this standpoint 
he may be said to receive the product of labor before he pays 
for it. Moreover, the individual employer may realize upon 
it at once, provided the product is in salable form, and thus 
receive his income before the laborer receives his. But he 
can do this only on condition that some other person, or series 
of persons, is willing and able to take the partly matured 
product off his hands and wait for it to mature. But if it is 
meant that capitalists as a class make advances to laborers, as 
a class, the question is quite different. In this case there is 


* Page 315. 
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no one else to take the partly matured products off the hands 
of the capitalists, as they take them off the hands of the la- 
borers. The laborer does not wait for the product of to-day’s 
labor because others do the waiting for him. The capitalists 
do wait for the product of to-day’s labor as truly as though 
to-day’s labor started an absolutely new series of products 
which it would take years to bring to completion. 


As already stated, the author does not distinguish land from 


- other instruments of production, but includes them all under 


capital. His reason is that the rent of land is not a share de- 
termined independently of other shares, nor is the part of land 
in production essentially different from that of other instru- 
ments. “It is the whole fund of productive wealth, in every 
form that such wealth takes, which constitutes the complex 
agency that co-operates with labor.” “What the labor com- 
bines itself with is not merely the artificial capital, it is that 
and the land, as they are combined in one and make a general 
labor-aiding agency.”* It is the diminishing returns from 
successive increments of labor, as applied to a fixed quantity 
of wealth of all kinds, upon which the law of wages depends. 
This, however, is only a negative reason. If we are consider- 
ing functional distribution wholly, there is no positive reason 
why land should be distinguished from artificial instruments. 
Neither is there any positive reason why labor should be dis- 
tinguished from other factors of production. What any par- 
ticular kind of labor combines itself with is not merely the 
artificial capital and the land, but these and other kinds of 
labor. These all combined make the general agency which 
aids this particular kind of labor. It is the diminishing re- 
turns from successive increments of this particular kind of 
labor as combined with a fixed quantity of other productive 
agents of all kinds, including other kinds of labor, upon which 
its wages depend. 

It is when we come to consider questions of personal distri- 
bution that we find positive reasons for distinguishing labor 
from other factors of production. But these same reasons are 
equally positive in favor of a distinction between land and 


*Pa-;e 189. 
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capital. The service of the laborer is of a different kind from \\_ 
that of the capitalist, and so is the service of the landlord. / / 
Without capitalists, capital would not exist. The service of ~ 
capital in production may therefore be said to be, in a sense, 
the service of capitalists. But without landlords land would 
exist; and the service of land cannot be said to be, in the same 
sense at least, the service of landlords,.* 

In the opinion of the present writer, the most valuable re- 
sult of Professor Clark’s discussion of the capital concept is 
the clearing up of certain obscurities concerning the relation - 
between rent and interest. As he puts it, all capital-goods / 
earn rent; but capital, in whatever form invested, earns inter- 0 
est.t| What this really means is that capital-goods, considered 
physically and measured on the basis of any of their physical 
properties, do not, and cannot, earn a percentage of them- 
selves. But, when both the instruments and their products are}, 
measured on the basis of their value, and their quantities are 
expressed in terms of value, the products will be found to b 
a percentage of the instruments. This applies as well to land 
as to other instruments. Measured in acres, it does not pro- 
duce a percentage of itself: measured in dollars, it does. It 
would apply to labor, also, if laborers were evaluated, as they are 
where slavery prevails, so that they could be measured on the 
basis of their value. If this suggestion were followed up, it 
would throw valuable light on the whole problem of capital 


and interest. 
That rent, viewed from the standpoint of functional dis- 
tribution, does not differ in kind from other shares, the author 


makes perfectly clear ; and he is to be congratulated on having . 
satisfactorily disposed of an ancient fallacye But, instead of 
stopping here, he goes on to the conclusion that “the rent — 
getter is a product creator,” t than which it would be difficult - 
to imagine a more complete non seguttur. In this conclusion 
he ignores the distinction between functional and personal 
distribution. 

Whether rents enter into the prices of agricultural produce 
or not depends upon the meaning that is given to the ques- 

* This point is overlooked also by Professor Fetter in his article on ‘‘ The Pass- 
ing of the Old Rent Concept,” in this Journal for May, 1901. 

+ Page 123. + Page 196. 








600 QUARTERLY JOURNAL OF ECONOMICS 



































tion. The author rightly contends that the question is not 
whether prices would be different if rents were remitted, but 
whether prices would be different if conditions were such that 
land would not command rent. If rents were remitted, they 
would still exist: the only difference would be that some other 
person than the landlord would get them. But, if they did 
not exist at all, the author maintains, prices would be dif- 
ferent. That is to say, if conditions were such that land 
would command no rent, products would be more abun- 
dant, and prices cheaper. This, however, needs qualification. 
What are the conditions which would destroy the rent of 
land? If all land were of absolutely the same quality, dis- 
tance and all other things considered, and of unlimited 
quantity, it would command no rent. But, if its quality were 
the same as that of the poorest land now cultivated, there is 
no reason why prices should be lower than at present. How- 
ever, this is a principle which ought to be applied to each 
individual crop, and not to products in general. If all wheat 
land, however abundant, were of the same grade as the 
poorest land now used in growing wheat, the cost of growing 
wheat everywhere would then be equal to that of the most 
expensive portion at present, and wheat would be no cheaper. 
But, if all of an unlimited supply of wheat land were of a 
better grade than the poorest now used in growing wheat, 
the cost of growing it would be less than that of the most . 
expensive part of the present supply; and it would be pro- 
duced more abundantly and become cheaper. The same 
reasoning will apply as well to any other agricultural prod- 
uct. 
/ The author’s theory of business profits is a decided improve- 
a ment over current theories. Profits result from dynamic con- 
ditions, and disappear altogether in a static state. When a 
business man finds a better method of production than his 
rivals are using, he can pay current rates of wages and in- 
terest, and still have a surplus left. This surplus is profit. 
But, in the absence of a patent or a trade secret, he cannot hold 
this advantage; for the improvement speedily becomes the 
common property of all. When this happens, the profit dis- 
appears, or, at least, it no longer exists as a separate share, but 
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mingles with wages and interest, thus enriching the whole 
community : — 

Thus, an invention makes it possible to produce something more 
cheaply. It first gives a profit to entrepreneurs and then, in the way 
that we have described, adds something to wages and interest.... 
Let another invention be made, that also effects an economy in pro- 
duction. It also creates a profit; and this profit, like the first, is an 
elusive sum which the entrepreneurs grasp, but cannot hold. This 
sum, like the former one, slips in time through their fingers and be- 
stows itself on all members of society.* 


Profits abide only with those business men who keep ahead, 
who not only make improvements, but keep making them in 
advance of all others. Eternal vigilance is the price of profits. 
But, to him who succeeds in keeping ahead, the rewards are 
ample. Similarly, with that community or nation which out- 
strips all others wealth shall abound. 


Men who labor in a region that leads in inventions may enjoy for- 
ever the quasi-profits that inventions give; for some fruit of each 
improvement may escape from the hands of the entrepreneurs who 
adopt it early, and, becoming wages for the men who there labor, 
may continue long in this shape. The Golconda of the future, the 
region of limitless wealth, is to be the region where the greatest 
dynamic influences originate. A lead in the race that all humanity 
is running is to determine the comparative wealth of countries 
and of continents. Wealth is to abide with the swifter runners.t 


It would be difficult to improve upon this theory or the 
author’s statement of it. But it means that profits are the 
product of ideas, and ideas are an elusive kind of property 
which is difficult to control. They not only escape to others 
than their originator, but they have a way of perpetuating 
themselves without his continued support. In this they differ 
from capital, which wears out and disappears unless continu- 
ally renewed by the owner. 


It would be difficult to predict the degree of influence which 
this book is likely to exert. Economic theory is in such an 
unstable condition on many of the questions discussed that no 
one can tell what the final conclusions are to be. The writer 


* Page 405. t Page 437. 
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is of the belief that Professor Clark’s central thesis as to the 
shares in distribution will stand the test of criticism, and that 
his discussion of the capital concept and other controverted 
points will provoke wholesome discussion. Out of this discus- 
sion the truth will doubtless emerge. Later writers may 
reach sounder conclusions than Professor Clark has set forth; 
but he will be a rare man who can produce a volume equal to 
this in lucidity, in logical consistency, and in general stimulat- 
ing qualities. 

T. N. Carver. 




















REPLY TO FINAL OBJECTIONS TO THE RISK 
THEORY OF PROFIT. 


In reply to the two criticisms of “The Risk Theory of 
Profits” so courteously suggested by Professor Carver in this 
Journal (for May, 1901), I would say, taking up the second 
criticism first, that the difference between the views of those 
discussing Professor Emery’s paper at the meeting of the 
American Economic Association in 1899 and the view taken in 
my paper on “ Enterprise and Profit” in this Journal for No- 
vember, 1900, seems to me more radical than he implies, and 
can hardly be accounted for by “a mere matter of definition,” 
or perhaps it would be better to say “of permissible difference 
of definition.” 

Professor Emery in his paper makes an initial distinction be- 
tween “risks of production and speculative risks,” which latter 
he defines as “the risk of price fluctuations affecting the whole 
market,— that is, distinctly “conjunctur-risks”; and under 
the other head he distinguishes all other risks attendant upon 
production. Now I think I made it plain in my paper on 
“Enterprise and Profit,” at least by implication, that this dis- 
tinction is faulty not only in the connection in which it is 
used, but in principle. It is not that conjunctur-risks are 
not distinguishable from other productive risks, and especially, 
as Professor Emery states, because, unlike the others, they are 
uninsurable. The distinction is faulty because the risk of 
price fluctuation when borne by the entrepreneur is not a spec- 
ulative risk but just as much a risk attendant upon production 
as any of the others. The special point in which it differs 
from them has no theoretic importance in this connection, 
because, as I believe I showed, the only distinction of real im- 
portance to the discussion is that between productive and 
unproductive or speculative risks. 

From the assumption of other risks a certain and positive 
actuarial loss results, which increases in volume, the longer the 
process is continued. For the assumption of such risks the 
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entrepreneur exacts, first, compensation for the average loss 
which is to be expected, and, secondly, an additional sum as 
the reward of his assumption of the uncertainty as to how 
each individual transaction will turn out. In the long run, 
losses and gains due to price fluctuations or “conjunctur-risks,” 
on the other hand, tend to balance each other. But the uncer- 
tainty as to how price fluctuation will affect each individual 
transaction remains; and the entrepreneur will never assume 
this uncertainty inevitably attached to the productive process, 
both in “conjunctur” and other risks, unless he believes he will 
profit thereby. To illustrate: if an entrepreneur has a certain 
amount of goods for sale for which he believes that by waiting 
a year he could obtain as much over $1,000 as would pay him 
for interest, insurance, storage, and any other expenses of 
carrying, he would nevertheless accept a cash offer of some- 
thing less than $1,000. If under such circumstances he ac- 
cepted an offer of $975, but refused to accept less, it would 
show that his subjective valuation of the irksomeness of the 
uncertainty was 234 per cent. If he retained the goods, he 
might secure more than $1,000 net for them or he might be 
forced to part with them for less. He has confidence enough 
in his own judgment to believe that in the long run his prog- 
nostications of the course of the market will average correctly. 
Nevertheless, the uncertainty is irksome, and he will not as- 
sume it unless he expects to gain something thereby; and, 
having assumed it, he will always sacrifice something to be rid 
of it. 

The bearing of this transaction upon our subject is perhaps 
best seen from the standpoint of the buyer. No business man 
would pay the entrepreneur in question $1,000 for his product, 
and thus lock up his money in an uncertain investment, with 
the expectation of getting back eventually only the original 
price plus actual expenses and interest. It is conceivable, of 
course, that a person to whom the excitement of venturing 
was an enticement, might be willing to make his bet in this 
form ; and it is also conceivable that the entrepreneur with a 
speculative turn of mind might elect to keep his goods him- 
self, even though he believed there was only an even chance 
of getting eventually the sum he might sell them for at once. 
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Further than this, it is even conceivable that the speculative 
spirit (that is, the desire to wager on an even chance or even 
on less than an even chance) might prevail in the community 
to such an extent as to insure an immediate sale to this class 
of the community of all goods, as soon as they were placed on 
the market, at as good a price as could probably be realized 
if they were held longer by their original producers. Society 
is not, however, so constituted. The fact that sporadic in- 
stances really occur in which the risk of price fluctuation com- 
bined with ownership is assumed for the mere excitement of 
the risk, and without any legitimate expectation of being paid 
for undergoing its irksomeness, and the more important fact 
that the methods of the exchanges have evolved a class of 
takers of risk in price fluctuations who do not acquire the 
ownership in the product, which would enable them to claim 
a net profit on their total operations, these do not at all interfere 
with the proposition that the risk of price fluctuation attend- 
ant upon ownership will not be assumed unless, in the long 
run, and on the average, there is a real excess of the chances 
of gain over the chances of loss. 

If, therefore, a class of risk-takers, who confine their indus- 
trial activity to the assumption of “ conjunctur-risks,” intervenes 
and relieves the original entrepreneur of some of the risks due 
to price fluctuations, by buying his product before the final 
consumer is ready for it, no theoretic difficulty arises, This 
is the case President Hadley evidently had in mind when 
commenting upon Professor Emery’s paper. What I was 
forced to object to, as an essential to my argument, was his 
identifying this class with the class of speculators, in doing 
which President Hadley was merely voicipg an impression, 
common among economists, which it was important to cor- 
rect. Whether this class of risk-takers are commonly and 
loosely spoken of as speculators is a comparatively trivial 
matter. That the usage exists, to some extent, must be 
granted, but hardly to the extent that Professor Carver and 
President Hadley seem to suppdse, or, indeed, to an extent 
that can be called general. There are two prominent classes 
of business men who are accustomed habitually to subject 
themselves to this class of risks; namely, wholesalers, or job- 
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bers, and retailers. But neither of these large classes is ever 
spoken of as speculators. When, however, a lawyer or any 
one not engaged in active business relieves an entrepreneur 
of the risk of price fluctuations, or even when a jobber or a 
retailer, or, for that matter, another entrepreneur, who is not 
accustomed to deal in his particular product, so relieves an 
entrepreneur, the venture is commonly spoken of as a “ specu- 
lation.” Now the fact that a given business adventure is a 
sporadic one has absolutely no effect upon its economic qual- 
ity. If a lawyer who buys butter and eggs in the season 
when they are plenty and cheap, and puts them in cold 
storage until the season arrives when they are scarce and 
dear, is a speculator, the regular butter and egg merchant, 
whose business is mainly of the same character, must be 
classed with him, as they both perform exactly the same eco- 
nomic function. It is evident that the popular use of the 
term “speculative,” in this connection, must be barred from 
scientific discussion. And further reflection on this popular 
use of the term will confirm the position here taken. When 
such action as the supposed lawyer’s is referred to as “ specu- 
lative,” the term is directed, not to its economic character, 
but to the motive which is supposed to control the action of 
the venturer; namely, in this instance the desire to bet on 
the future course of the butter and egg market. To make 
such a bet, it is necessary for the venturer to acquire actual 
ownership of butter and eggs; and it is this ownership, and 
not the desire to bet, which determines the economic charac- 
ter of the transaction. The popular use of the term “specula- 
tive,” in this and similar instances, is expressive of the moral, 
and not of the economic standpoint, and cannot, therefore, be 
adopted in economic discussion. 

But, passing all that has been said, it is not the operations of 
this class of venturers which Professor Emery’s paper was de- 
signed to call attention to. The real subject of his inquiry 
and the subject, therefore, to which criticism should have 
been confined, was the speculation on the produce, cotton, and 
other exchanges, whose peculiar function is to afford opportu- 
nities for betting on the course of the wheat, cotton, coffee, 
and other markets, without acquiring ownership in the products 
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whose prices are bet on. In his discussion of Professor Em- 
ery’s paper, Dr. Wood acknowledged that the speculators on 
these exchanges neither gained nor lost os a class from their 
operations with each other, but seemed to suppose that they 
enjoyed very considerable gains when dealing with merchants 
who bought of or sold to them as a hedge. In my paper on 
“ Enterprise and Profit,” I showed, I think conclusively, that 
he was mistaken in this, as the merchants gained when the 
market declined about what they lost when the market ad- 
vanced, As merchants do not hedge against all their pur- 
chases and sales, it is conceivable, of course, that speculators 
might gain something from merchants usually choosing the 
wrong time to hedge. As a matter of fact, the probability, 
such as it is, is the other way, since the average merchant is 
a much better judge of the market than the average specula- 
tor. “The outside speculator,” a large and constantly re- 
cruited host, is comparatively very ignorant of the real condi- 
tions influencing the market. But, even if it is granted that 
speculators in their dealings with merchants get somewhat the 
better of them on the average, not only is the gain so small as 
to be negligible, but it would not affect our theoretic position, 
because it would depend on an accidental circumstance over 
which the speculator had no control,—the circumstance, 
namely, that the merchants engaged in the trade were lacking 
in judgment of market conditions, And it is instructive to 
notice, in passing, that in any business in which the speculators 
got the best of the merchants in the long run, the average loss 
of the merchants would become an element of their cost of 
production, and would consequently constitute an element of 
consumer’s cost also. The gain of the speculators would then 
be exactly analogous to the profit of the ifsurer, and would 
present no greater theoretic difficulties. 

Now we have seen that the entrepreneur, to the extent to 
which he subjects himself to “conjunctur-risks,” exacts a margin 
of profit for himself, What becomes of this special margin of 
profit when the entrepreneur succeeds in shifting the uncer- 
tainty upon another? If that other is also an entrepreneur, 
the chance of asurplus of gain goes with the risk, or rather 
with the ownership to which the risk is attached. If that 
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other is a speculator, however, who, instead of giving or ac- 
quiring ownership, sells or buys the mere agreement to take the 
. product at a given time at a given price, the risk is transferred 
Qs without any transfer of ownership, and carries with it, there- 
fore, only the chances attendant upon the rise or fall of the 
price within the time specified,— chances which equalize each 
other in the long run. What becomes of the surplus or bonus 
or profit which the risk-taker, who is also an owner, is accus- 
tomed to exact for assuming the risk of price fluctuation at- 
tendant upon all unhedged ownership? To the extent in 
which the owner of goods has hedged himself against fluctua- 
tions in their price, he, of course, has to forego this bonus, 
profit, or surplus. Clearly, it does not accrue, as Dr. Wood 
supposes, to the speculator of the exchanges. The truth is it 
is eliminated from the social or consumer’s cost of the product. 
The service is rendered just the same as when the unhedged 
entrepreneur charges the final consumer for it; but, as the 
speculator on the exchange charges the entrepreneur nothing 
for relieving him of the risk, the latter has to forego the 
charge to the consumer he would otherwise make. He is 
eventually forced by competition to lower his price for his 
product. 

The question will naturally be asked here how it comes to 
pass that an entrepreneur will exact a profit for himself for 
assuming a risk, which he will undertake as a speculator, with- 
out any expectation of an economic gain,— that is, of gaining on 
the average if the risk is habitually assumed? His only object, 
or at least his main object, in each case is to make money. 
Why will he engage in operations in which he knows the 
chances of his class are at best even, when he might engage in 
operations in which the chances, on the whole, favor his class? 
The explanation is perhaps to be found in the fact that there 
are two classes of speculators. One is the professional class,— 
to which most speculators flatter themselves they belong,— who 
make a study of the matter, who devote most or a large por- 
tion of their time to the careful study of market conditions, 
and, owing to their superior knowledge and judgment, are able, 
in the long run, to make gains from speculation as great as, or 
greater than, the legitimate profit on the risks they assume, if 
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they had assumed these risks as undertakers. The other class 
are the “ outsiders,” whose real object is the excitement of the 
game, and who, as a rule, only speculate sporadically, who 
devote but little study to market problems, and who risk 
usually but a portion of their idle means at any one time. 
This is the class “who take a flier” when they happen to be 
“flush.” They are led to the exchange by the same induce- 
ments that provide the race track and the gambling den with 
their victims; and their aggregate losses are amply sufficient 
to provide the professional speculators with satisfactory in- 
comes, It is this class upon whom in the end falls the pay- 
ment of what is saved to the final consumer through assumption, 
without charge, by the speculator of the exchanges of the 
risks of price fluctuation, Possibly, from a social point 
of view, this is as good a use as their funds could be put 
to. The loss, to a large extent at least, is the loss of funds 
easily spared, and may be regarded as paid out for the fun 
of the thing. The gain is to the consumers of grain, pork, 
lard, and other provisions; and to the wearers of cotton 
goods, a class to whom, on the average, the saving is most 
welcome. From which it appears that, while the produce 
exchanges perhaps increase the disparity of wealth among 
the well-to-do classes, they also bring about a very consider- 
able transfer of wealth from the well-to-do classes, as a whole, 
to the poorer classes, since the articles dealt in on them, 
and thereby cheapened, enter much more largely into the 
consumption of the latter classes than they do of the former. 

In this connection the writer wishes to modify a statement 
made in previous papers. He has said that “ profit connotes 
risk, and risk connotes profit.” The statement is true, if the 
word “profit” is understood simply as expressive of a possible 
gain with its correlative of a possible loss. But the latter part 
of the statement is too broad, if the word “profit” is under- 
stood as expressive of an excess of gain over loss that will be 
yielded by the average of a continued series of transactions 
involving risk. And, as it is this economic and net profit only 
which the Risk Theory of Profit contemplates, the ambiguity 
of the statement above quoted is responsible for some misun- 
derstandings, and notably that of Professor Emery in his 
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paper before the American Economic Association, when he 
says: — 

We have, then, in the case of the speculative market, a method of 
shifting risks unlike anything else in the business world; and we have a 
special class whose distinct function it is to assume these risks. Can 
this special class of risk-takers be subsumed under any of the recognized 
classes in the theory of distribution? It will be granted at once, I sup- 
pose, that the speculator is not a laborer, and that his gains are not of 
the nature of wages. Is he an entrepreneur? If we adopt the risk the- 
ory of profits, he might seem to be the most perfect type of the entrepre- 
neur. Evidently, however, he cannot be so considered without a 
departure from all previous use of terms. .. . 


The Risk Theory of Profit was proposed by the writer as a 
theory of productive distribution which accounted for an ele- 
ment of consumer’s cost not hitherto satisfactorily explained. 
The theory, stated as simply as possible, is this: — 


The final consumer is forced to include in the price he pays 
Sor any product not only enough to cover all the items of cost 
to the entrepreneur,— among which items is a sum sufficient to 
cover the actuarial or average losses incidental to the various 
risks of all kinds necessarily assumed by the entrepreneur 
and his insurers,— but a further sum, without which, as an 
inducement, the entrepreneur, or enterpriser, and his insurers 
will not undergo or suffer the irksomeness of being exposed to 
risk. 

This surplus of consumer's cost over entrepreneur's cost, 
universally regarded as profit, and, from the nature of the 
case, an unpredetermined residue, is the inducement for the 
assumption by the entrepreneur, or enterpriser, of all the risks, 
whatever their nature, necessitated by the process of produc- 
tion. As the inducement to any given action and the reward 
Sor that action are the same thing,— the difference being not 
in the thing itself, but only in the point of time from which it 
ts looked upon,— the unpredetermined residue, which served as 
the inducement to risk at the commencement of any industrial 
transaction, must, necessarily, when determined and realized 
at its close, be regarded as the result, or reward, of the risks 
undergone. 
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This statement of the theory should make it clear that it 
contemplates only industria] risks,—risks, that is, which in- 
crease the average price paid by the final consumer. To be 
strictly accurate, the writer should have said, “net profit con- 
notes industrial risk, and industrial risk connotes net profit.” 
The Risk Theory has nothing to do with betting or gambling 
risks, or personal risks not involved in economic processes, or 
with the risks assumed by speculators on the exchanges, be- 
cause nothing is exacted from the final consumers for their 
assumption, According to the Risk Theory of Profit, there- 
fore, the speculator on the exchanges instead of being, as 
Professor Emery supposes, the most perfect type of an entre- 
preneur is not an entrepreneur at all. 


We now come logically to the first and more important crit- 
icism suggested by Professor Carver, The point involved is 
a very subtle one; and the other side is so clearly, logically, 
and concisely put that I quote him in full: 


The difficulty is not so much with the proposition that the essential 
function of the entrepreneur is risk-taking as with the proposition that 
profits are the reward for risk-taking. This difficulty is suggested by Mr. 
Hawley himself in his discussion of insurance (p. 94). He contends, 
correctly, that insurance is not the reward for undergoing risk. The 
real reward of the insurer ‘‘ is to be found not in the amount of premi- 
ums received, but in the difference between that amount and the losses 
consequent upon assuming the risk.’’ Here the question arises, How 
does there happen to be this difference ? Evidently, because the risk to 
the insurer is less than to the insured. In fire insurance, for example, 
the loss to the insured in case of fire would include not only the money 
value of the buildings or goods destroyed, but also shrunken credit and 
crippled business, besides the sharply accentuated subjective loss due to 
the fact that a large share of his income for a giverf period had been cut 
off. To the insurer the loss is the simple money value of the buildings 
or goods destroyed. Though the shifting of the risk from the insured 
to the insurer does not diminish the number of losses, the amount of 
risk is diminished because each loss is smaller. It bears less heavily 
upon the insurer than it would upon the insured. Therefore, the in- 
sured can afford to pay in premiums more than enough to enable the 
insurer to meet his losses. 

This familiar principle of insurance explains how it is that there are 
profits of insurance. It also suggests that these profits of insurance are 
a kind of risk-taker’s rent. They owe their existence to the fact that 
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they are not the reward of risk-taking, but that they are the surplus over 
and above the real risk assumed. It is evident that in the case of the 
entrepreneur, as well as in that of the insurance company, so much of his 
gross income as goes to cover his real risk, or to make good his losses, is 
not to be classed as profit. Only that which remains after the losses are 
met deserves that name. How does there happen to be a remainder ? 
Evidently, because the risk to the entrepreneur is less than to those 
whom he relieves of it. There is no reason for believing that a given 
loss would fall less heavily upon him than upon those whom he relieves, 
but there are reasons for believing that the amount and number of 
losses experienced by the skilled entrepreneur are less than would be ex- 
perienced by those whom he relieves of the risk. This is due to no 
actuarial principle, as in the case of the insurance company, but to su- 
perior foresight and skill in avoiding losses. His real net income is, 
therefore, properly called risk-taker’s rent, and is due, not to the risks 
which he assumes, but to the risks which he does not assume. Stated 
more accurately, the fact that he relieves others of their risks may ac- 
count for his gross income; but his net income or profit arises from the 
fact that he is able to reduce his own risk below that which others 
would have tocarry. This last way of stating the case makes it appar- 
ent that profits are, after all, payment for superior foresight and man- 
agerial skill, even though we admit that the entrepreneur is essentially 
a risk-taker. 


I hope I am not premature in inferring that Professor 
Carver admits my contention that “the essential function of 
the entrepreneur is risk-taking,” and does not take the first 
ground of opposition to the Risk Theory of Profit,—that of 
Professor Clark,— that risk-taking is a function of the capital- 
ist, and not of the entrepreneur ; nor the second position, taken 
by most of my other critics,— that risk-taking is a subsidiary 
or secondary function exercised by all the productive forces, 
landlords, laborers, capitalists, and entrepreneurs, but is not the 
essential function of any one of these classes, although most 
frequently exercised by entrepreneurs. The only part of my 
argument which I understand him to doubt the validity of is 
the relation of co-ordination to enterprise. If I am correct in 
these inferences, the main points of my argument have been 
gained ; and it only remains for me to make somewhat clearer 
the connection between the essential function of the enére- 
preneur and the result of the exercise of that function. 

In the first place, I would reiterate that, if “ profits are, after 
all, payment for superior foresight and managerial skill, even 
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though we admit that the entrepreneur is essentially a risk- 
taker,” we have to explain away 4 contradiction of terms. 
Foresight and managerial skill are attributes of labor, mental 
constituents of labor force. Their reward is commonly and 
correctly spoken of as wages of management. Now, if we 
are to differentiate the productive forces by functions, we 
are forced to regard the results of the entrepreneur’s indus- 
trial activity as the antecedent inducement to the exercise 
of his peculiar and essential function, and, therefore, its 
reward, . 

Producer’s or entrepreneur’s cost is always calculated in 
terms of pecuniary sacrifice, as it has to be, to make it com- 
parable with selling price. It includes, therefore, only what 
the entrepreneur has to actually pay out in some form, and 
such pecuniary receipts as he is obliged to forego in under- 
taking his enterprise. If he has been so fortunate as to seeure 
an exceptionally able manager, the extra product due to the 
manager’s ability is not a constitutent of the entrepreneur’s 
cost of production. What does enter into that cost is the 
amount which the competition of other entrepreneurs forces him 
to pay for the services of his manager. If the manager hap- 
pens to be worth a good deal more than the salary he receives, 
his employer’s profit will indeed be thereby increased; and, in 
a certain sense, this extra profit may be said to arise from the 
exercise of the manager’s exceptional foresight and managerial 
skill. But while the extra profit is, as Professor Carver truly 
asserts, the result of the manager’s judgment and skill, it is 
neither the inducement to nor the reward of their exercise. 
The whole benefit goes to another person, except to the extent 
that it sometimes leads incidentally to a future increase of 
salary. The inducement to the exercise of the manager’s 
powers is the salary the entrepreneur pays him, and this salary 
is his reward in the only proper economic use of that term. 
Neither can it be claimed that this disparity between the 
results of managerial activity and the salary which is its 
economic recompense is temporary, and will eventually be 
adjusted by a corresponding increase in the salary. There are 
two limits to the salary which an employer will pay, neither 
of which are ever knowingly overstepped. The results of an 
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employee’s efforts must be enough greater than his wages to 
afford, on the average, a satisfactory profit to the employer, 
or his employment will be discontinued whenever the fact is 
appreciated. And, no matter how great the result of an 
employee’s skill and labor may be, the employer, so long at 
least as he is governed by economic motives, will pay him only 
the competitive price,— that is, just enough to retain him; and 
this amount will be determined not by what the manager is 
worth to his employer, but by what some other employer 
thinks the manager would be worth. 

Nor is the theoretical aspect of the case at all changed by 
the entrepreneur acting as his own manager. In this case the 
exceptional results of his own great ability is not an element 
of producer’s cost to him. What is such an element of cost is 
only the salary he could obtain by acting as manager for some 
other entrepreneur. Possibly it may seem to some that the 
case is not exactly parallel with that of the hired manager, 
because there has occurred a change in the incentive to indus- 
trial effort. This incentive, which was a stipulated salary, 
has now become the hope of increasing the undetermined resi- 
due. Probably this change of incentive tends to make a 
manager more efficient when acting for himself than when 
employed by others; but the increase in his own efficiency 
tends to decrease and not to increase the difference between 
producer’s cost and selling price, and constitutes part of the 
incentive to the entrepreneur to run the risk of employing 
himself and foregoing the salary he might obtain from others. 
Now since this difference between the entrepreneur’s worth to 
himself as manager and the salary he could obtain by working 
for others is not a part of entrepreneur's cost, and, cannot, 
therefore, be either rent, interest, or wages, all of which are al- 
ways wholly included in entrepreneur’s cost, it must constitute 
a part of the unpredetermined residue which cannot include 
any element of rent, interest, or wages, these being all capable 
of predetermination. What, then, is it? None of my oppo- 
nents has explained, or attempted to explain, further than to 
deny that it constitutes part of the reward for, or, in other 
words, the inducement to, the assumption of responsibility. 
The explanation I have offered is that it is simply a case of an 
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accretion to profit due to monopoly,—a subject which will 
next engage our attention. 

Undertakings will not be engaged in as a matter of busi- 
ness unless there is an expectation that the resulting gains 
will, in the long run, exceed the resulting losses. There is, 
indeed, a class called speculators, who will assume risks in 
which the chances, taking the class as a whole, are really only 
even or 2 little less than even; and there is another class, 
called gamblers, to whom the excitement of chance is a good 
in itself, so that they will assume risks that will certainly aver- 
age against them as aclass. If all entrepreneurs were specu- 
lators as well,—that is, if they were willing to undertake 
business enterprises involving risks that, on the average, 
would allow them just to get out whole, and no more,— pro- 
ducer’s cost would, on the average, just equal consumer’s cost. 
If they were all gamblers, producer’s cost would be the 
greater; and productive industries involving loss to the enére- 
preneur would still be continued. What is it that insures the 
class called entrepreneurs from becoming altogether specu- 
lators or altogether gamblers? Simply the principle of the 
survival of the fittest. It goes without saying that the 
gambling class is in constant process of elimination, and is 
Only kept up by recruiting from the other classes. A little re- 
ficetion will also make it evident that the class of speculators 
is also always in process of elimination, though at a less rapid 
rate. Men must live, and living is expensive; and, as the 
results of their operations leave to the class, as a whole, no 
surplus to be applied to the expenses of life, a constant deple- 
tion of their funds takes place, so that this class, also, is 
only kept up by an influx of new members. Similarly, those 
engaged in “legitimate” business enterprises, whom a too san- 
guine disposition inclines to accept risks the out-turn of which 
will, on the average, fail to yield them a living, are gradually 
eliminated from the mass of industrial risk-takers, with the 
result that the business ventures actually undertaken yield, on 
the average, not only sufficient for liberal living expenses, but 
a good deal besides, which is devoted to an increase of capital 
funds. Men enter business with the serious purpose of mak- 
ing a living for themselves and their families, and accumu- 
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lating something in addition. It is only the prospect of a sub- 
stantial gain that will induce them to venture. How great 
this inducement must be will depend upon several circum- 
stances, which can all be resolved into subjective valuations of 
risks,— a subject too well understood to require any special 
discussion here. The point to be observed — and theoretically 
it is a point of supreme importance, upon which this whole 
controversy really turns—is this: that every business man’s 
| subjective valuation of a risk is always greater than his 
| actuarial valuation of the same risk. 

Strictly speaking, however, no one ever assumed a risk at 
exactly his own subjective valuation of it. At that point 
there is an exact equilibrium of forces from which no move- 
ment can arise. If it is a matter of absolute indifference to 
any one whether he assumes or declines a given risk, he will 
let it alone. Nevertheless, if he should undertake the venture, 
he would, on our supposition, make money. He would be 
richer at the end of the transaction by just the difference 
between the actuarial value of the risk and his subjective 
valuation of it. This money gain which he would acquire is, 
however, in another sense, not a gain at all. By supposition, 
it is only the exact equivalent of the irksomeness of the risk. 
There is an irksomeness-cost to enterprise in the same sense 
that there is a pain-cost to labor. Now this part of the un- 
determined residue, which just offsets the irksomeness of risk, 
cannot be resolved into Professor Carver’s “risk-taker’s rent,” 
under which term can only be included the difference between 
the “irksomeness cost” and the whole amount of the undeter- 
mined residue. But the fact that the wages received did not 
exactly balance the pain-cost of labor would not lead any one 
to affirm that these wages were not both inducement and 
income to the laborer. On the contrary, wages are still 
regarded as the income of the laborer, even when they are 
a hundred times the subjective value of the pain-cost of the 
labor involved. Now let us suppose that something occurs, 
no matter what, which enables a laborer to demand or receive 
double his former wages for the same effort. Whether he has 
become more skilful than his fellows or acquired some secret 
process, or whether his competitors have enlisted in the wars, 
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leaving him the only one in the village capable of doing cer- 
tain kinds of work, makes no difference. His income is still 
wholly of the nature of wages. There has occurred, to use a 
phraseology heretofore used by me, “a monopolistic accretion 
to wages.” Now in just the same way there can and does 
occur “a monopolistic accretion to profit,” or, to use Professor 
Carver’s term, a “risk-taker’s rent.” As we have seen, no one 
ever assumes a risk at exactly his subjective valuation of it, 
although so doing would result, in the long run, in an income 
of profit. If there are others whose subjective valuation is 
less than his, he leaves the risk to them. If there are no such 
others, he exacts for undertaking the venture all he can get 
above his own subjective valuation; but the excess he gets 
above his subjective valuation, his “risk-taker’s rent,” is just 
as much a part of the inducement to undertake the venture as 
the extra compensation secured by the fortunate workman is 
a part of his inducement to labor, and it is due to exactly the 
same cause, namely, advantages over others who are in a posi- 
tion to entertain the venture. It matters not at all what this 
advantage consists in. It may be a patent enforced by the 
state, a secret process carefully guarded, a commercial reputa- 
tion, good will that insures his goods being preferred to others 
equally good, tariff protection, nearness to raw material or 
to market, large capital, exceptionally faithful workmen, vigi- 
lant overseers, economical management, or his own exceptional 
judgment and financial ability. Just as no workman gauges 
his demand for wages upon his subjective pain-cost of labor, 
80 no entrepreneur gauges the difference between the cost of 
his goods and the price he demands for them by his subjective 
valuation of the irksomeness of the risk. In each case this is 
only the limit below which he will not intentidnally go. And, 
just as the laborer demands all the wages he can get,— namely, 
the amount that will just insure his getting the job,—so the 
entrepreneur demands all the profit he can grasp; that is, the 
very largest difference between cost and selling price at which 
his product can be successfully marketed. 

It goes, of course, without saying that risk-taking will, in 
the long run, result in gain largely in proportion to the wis- 
dom and judgment with which the selection of ventures has 
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been made; and it is also true that success in venturing de- 
pends rather upon the avoidance than the undergoing of risks. 
But it must also be borne in mind that, if the avoidance of 
risk proceeds to the point of eliminating risk entirely, profits, 
instead of being infinitely increased, are annihilated; for that 
implies an abandonment of the venture. The explanation is 
that the entrepreneur bases his expectation not upon his own 
valuation of the risk, but upon the valuation of the would-be 
undertaker who is just unable to supplant him. So long as he 
can avoid risks without disturbing the subjective valuation of 
the one watching his chance to compete with him, his profits , 
are increased, But this increase will evidently be lost just as 
soon as these methods of avoidance become known and ayail- 
able to the would-be competitor. In other words, avoidance 
of risk inflates profit only so long as the ability to avoid the 
risk is a monopoly. 

Professor Carver, therefore, would appear to be in error in 
two particulars: first, in supposing that “risk-takers’ rent” 
accounts for all of the unpredetermined residue, whereas such 
part of it as amounts to the difference between the actuarial 
| \ risk and the enterpriser’s subjective valuation of the risk cannot 
be resolved into such rent; and, secondly, in asserting that, as 
the gains of the entrepreneur are largely due (in the sense of 
arise from) to the exercise of managerial ability in lessening risks, 
they therefore are due to (in the sense of accrue as income to) 
him as the reward of his managerial ability. This, of course, 
is true in a certain sense; but it is also just as true that the 
opportunity for the exercise of exceptional managerial skill is 
part of the inducement to undertaking the responsibility of 
any business enterprise, And for reasons already stated this 
inducement is the initial and fundamental one which fixes the 
economic quality of the act. It is impossible for an unprede- 
termined residue to arise from the exercise of managerial 
ability in cases where no responsibility is assumed; but, even 
when no exceptional ability in management is exercised, it 
arises in just the same way, though lessened in amount, when- 
ever and wherever responsibility exists. 

Does not Professor Carver’s assertion contain a fallacy, not 
nearly so obvious, of course, but of the same class as the asser- 
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tion of our Granger friends, that “everything comes from the 
soil, and therefore all other classes get their living out of the 
farmer”? or that of Marx, that, “as nothing can be produced 
without labor, therefore interest, profit, and rent can result 
only from the exploitation of the laborer”? or the assertion 
of one who should attempt to answer Marx by claiming that, 
“as everything is the joint product of capital and labor, labor 
is only entitled to such part of the joint product as it could 
have produced without the aid of capital”? 

The reply to all these equally fallacious claims is that the 
economic distribution of the product is not and should not be 
in the proportion in which the product is due to each, in the 
sense of arising from the activity of each; nor is it in accord- 
ance with the sacrifice, in the sense of the pain-cost, of each 
factor. The real principle of division for the purposes of this 
argument can be thus stated : — 

The proportion of the product that each factor obtains is 
that which tends to result in an equilibrium among them; 
that is, which induces each factor to an activity in such pro- 
portion to the activities of the other factors as shall result in 
the greatest joint activity possible under the social and eco- 
nomic conditions prevalent at the time. Changes in the so- 
cial and economic conditions necessitate, of course, a read- 
jestment of the division of the product among the factors of 
production; and during these readjustments some of the 
factors receive more and some less than their due share, which 
results, of course, in a lessening of the joint or total activity 
possible under the changed social and economic conditions, 
When the readjustment is completed, equilibrium between the 
activity of the productive factors again obtains. 

This general law governing the distribution of the product 
opens up to us a number of enticing by-paths; for in it is to be 
found an adequate explanation of our recurrent periods of in- 
dustrial depression, and upon it also can be founded the moral 
justification of economic distribution. What immediately con- 
cerns us here is to note that, since the obtaining of the unpre- 
determined residue is the inducement to assume the financial 
responsibility of any undertaking, the whole residue, when de- 
termined, must be the reward of the assumption of industrial 
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risks; in exactly the same sense that wages are both the in- 
ducement to and the reward of labor, and interest both the 
inducement to and the reward of parting with the control of 
capital, and rent both the inducement to and the reward of 
parting with the use of land. 


Freperick B, Hawtey. 


























RECENT PUBLICATIONS UPON ECONOMICS. 





Chiefly published or announced since May, 1901. 


An asterisk prefixed to a title indicates a second and more detailed notice of a book 
announced in a previous number. 


I. GENERAL WORKS, THEORY AND ITS HISTORY. 


D’Avis_ (Eb.). Die _natiirliche 
Volkswirthschafts-Ordnung und 
die staatliche Wirtschafts-Politik. 
Nach dem Leben dargestellt. Ber- 
lin: Puttkammer & Miihlbrecht. 
1901. 8vo. pp: 106. 1.80 m. 

—_ is Wirkl. Geh. Ob.-Reg. 

a 


GuNTON (Geo.) and Rossins (H.). 


Outlines of Social Economics. 
New York: Appleton. 1900. 
12mo. 175 cts. 


[Intended for secondary schools. 
study clubs, and literary societies. 
Outlines of Political 

Science. New York: Appleton. 

1901. 12mo. pp. 228. 15 cts. 

[A companion volume to Out- 
lines of Social Economics by the 
same authors, published last year. 

Aims to be a popular presenta- 

tion. ] 
Hopson (J. A.). The Social Prob- 

lem. Life and Work. London: 

J. Nisbet. New York: James 

Pott. 1901. 8vo. pp. 302. $2. 

[A vigorous and independent 
work, questioning the validity of 
current economic doctrines and 
advocating radical social changes, 
yet stopping short of collectivism. 

The line between public and pri- 

vate industry is that between 

‘art’? and ‘*machinery,’”’ “art ’’ 

being expected to cover a wider 

field of industry as individual 
character improves. ] 
Lanpry (A.). L’utilité sociale de 
tude 
Paris: 





la propriété individuelle. 
d’économie 


politique. 


Société nouvelle. 1901. 8vo. 

xii, 511 pp. 7.50 fr. 

Loria (A.). Il capitalismo e la 
scienza. Studi e  polemiche. 
Turin: Bocca. 1901. 

[A series of essays in defence of 
the author’s free land theory; 
partly rejoinders to critics, partly 
consideration of methods for 
practical application, ney. re-ex- 
position of the theory itself.] 

La sociologia. Il suo com- 

pito, le sue scuole, i suoi recenti 

progressi. Verona: Fr. Drucker. 

1901 





[Public lectures given at Padua 
by the same distinguished writer, 
surveying the contemporary liter- 
ature of sociology. ] 

Mayr (Geo. v.). Begriff und Glie- 
derung der Staatswissenschaften. 
Tiibingen: H. Laupp. 1901. 
8vo. pp. 69. 1.80 m. 

From ‘‘Festgabe fiir Albert 
Schiiffle.’’] 

PAWLowskEI (G. de). Philosophie 
du travail. Paris: Giard et Briére. 
1901. S8vo. “6 fr. 

[Essai sur les causes de l’activité 
sociale de l’"homme, sur les notions 
qualitatives de loisir et de valeur, 
pour servir d'introduction & une 
étude des conventions sociales, et 
particulitrement du droit & l’exist- 
ence et du droit de propriété.’’] 

Porte (M.). Entrepreneurs et pro- 
fits industriels. Paris: Rousseau. 
1901. Svo. pp. 227. 5 fr. 

[The réle of the entrepreneur 
and the reasons for his reward are 











622 





discussed from the standpoint of 
the Austrian school. s char- 
acteristic function is held to be 
the adjustment of production to 
meet social needs in the order of 
their intensity. His profits arise 
from the excess of selling price 
over cost of production. About 
one-third of the book is devoted 
to an examination of other 
theories on the same subject.] 
RosBrnson (E. C.). A Text-book of 
Political Economy. London: 
wy 1901. 8vo. pp. 238. 


*Ross (E. A.). Social Control. A 
Survey of the Foundations of 
Social Order. New York: Mac- 
millan. 1901. 12mo. pp. 468. 
$1.25. 

[A reproduction, with revisions, 
of the articles published in the 
American Journal of Sociology. 
This enumeration of the several 
modes of social control constitutes 
the beginning of a systematic 
treatise on ay Stress is 
laid, among other things, on sup- 
posed Teutonic or Anglo-Saxon 
qualities. } 


In Periodicals. 


Béum-BawERK (E. von). The 
Function of Saving. Annals 
Amer. Acad. Pol. and Soc. Sci., 


May. [A defence of the author’s 
tion, as stated in his Positive 
eory of Capital, on the influ- 
ence of saving in the formation of 
capital, against the criticisms of 
Bostedo published in a previous 
number of the same journal.] 


II. SOCIAL QUESTIONS, 


ASTRESSE (Ph.). Traité général 
théorique et pratique des assur- 


ances mutuelles. omel. Paris: 
Fontemoing. 1901. 8vo. 6fr. 
AUSTRIA. richt iiber die Thit- 


igkeit des k. k. arbeitsstatistischen 
tes im Handelsministerium seit 
seiner Errichtung bis Ende 1900. 
Vienna: Hof- und Staatsdruckerei. 
1901. 8vo. pp. 53. 1m. 
——. Direction des k. k. Versatz- 


QUARTERLY JOURNAL OF ECONOMICS 





BoNINSEGNI(P.). Il principio della 
convenienza economica e la sci- 
enza delle quantita. Giorn. degli 
Econ., May. [On the theoretical 
principle proposed by U. Gobbi, 
and its mathematical treatment at 
his hands. ] 

LigssE (A.). Un professeur d’éco- 
nomie politique sous la Restora- 
tion, J. B. Say. Journ. des Econ., 
April and May, 1901. 

MARTELLO (J.). Commemorazione 
di Francesco Ferrara. Giorn. 
degli Econ., April. [Commemo- 
rative address on the deceased 
economist, analyzing his work.] 

Nato. (F.). Sul valore di mono- 

lio. La Riforma Sociale, April, 

ay. [A scholarly set of articles 
on the theory of monopoly value, 
with abundant references to recent 
theoretic literature. ] 

Savieny (L. von). Das Natur- 
rechtsproblem und die Methode 
seiner Lésung. Jahrb. f. Gesetzg., 
25, Heft 2. 

TANGORRA (V.). La dottrina eco- 
nomica di F. Ferrara. Riv. Ital. 
di Sociol., Feb. [An elaborate 
and sympathetic summary of the 
teachings of the lately deceased 
economist. ‘Utility, exchange 
value, are the three fundamental 


bases,” liberty and free trade 
being thence deduced.] 
Vitt DE Marco (A. de) and 


VALENT! (G.). Commemorazione 
di Angelo Messedaglia. Giorn. 
degli Econ., May. “fT wo appre- 
ciative memoirs on the distin- 
guished economist and statistician, 
who died April 5, 1901.] 


LABOR AND CAPITAL. 


amtes. Versatzamt, das k. k. in 
Wien von 1707 bis 1900. Vienna: 
Manz. 1901. 8vo. pp. 148 and 6 
tables. 1m. 
BAUTLIN (Prof. A.). Die deutsche 
Industrie und die Arbeiterversich- 
erung. Stuttgart: A. Bergstriisser. 
1901. 8vo. pp. 48 and 14 tables. 


1,20 m. 
[Eine Festrede.] 


Cuicaeo Ciry Homes ASsocIiA- 























TION. Tenement Conditions in 
Chicago. Chicago: publ. by the 
Association. 1901. 8vo. pp. 207. 

[An elaborate report by an in- 
vestigating committee, with maps, 
illustrations, statistics; the work 
done largely under the direction 
of Prof. F. Fetter, and covering 
overcrowding, sanitary condition, 
plumbing, iseases and deaths, 
remedies. 

France. Office du Travail. Les 
associations professionnelles ou- 
vritres. Tome II. Cuirs et peaux. 
Industries textiles. Habillement. 
Ameublement. Paris: Impr. Nat. 
1901. S8vo. pp. 896. 5 fr. 

[The first volume, dealing with 
labor organizations in certain 
other lines of industry, appeared 
about a year ago 

Hugo (C.). Die. ‘deutsche Stidte- 
verwaltung. Ihre Auf; one auf 
den Gebieten der Vol ene, 


des Stidtebaus und des ohn- 
ungswesens. Stut : J. H. W. 
Dietz Nachf. 1901. 8yo. pp. 


524and one map. 10m. 
LAPEYRE (P.). Le catholicisme 
social. 3 vols. Paris: Lethielleux. 


1901. 1&8mo. 3.50 fr. each. 
Macxay (T.). Public Relief of the 
Poor. Six Lectures. London: 
8vo. pp. 222. 


oe 1901. 


MILLor (I’abbé). Que faut-il faire 
pour le peuple? Esquisse d’un 


—— d’études _ sociales. 
‘aris: — 1901. 12mo. 
pp. 518. 4 fr 


Patron (D. ™), Duntop (J. C.), 
and Ineuis (E. M.). A Study 
of the Diet of the Laboring 
Classes of Edinburgh. Edinburgh: 
Schultz. 1901. 8vo. 4s. 

[An investigation carried on 
under the auspices of the Town 


Council.] 

PERRAUD (R.). Les associations 
d@individus. Recherches d’in- 
dividualisme normal. Paris: Rous- 
seau. 1901. 8vo. BP: 290. 5 fr. 

SANDERS eames e moderne 
Arbeiterbew: in England. 
Frankfurt a. “pr. E. Schnap- 
per. 1901. 8y0. pp. 32. 1.20 m. 

[The author is we of 
Battersea Labour 
SoOuLLIER (P.) Les institutions de 





RECENT PUBLICATIONS UPON ECONOMICS 





623 
retraites des com ies de chemin 
defer. Paris: Guillaumin. 1901. 
8vo. 10 fr. 


SUTTER (Miss J.). Cities and Citi- 
zens. London: Marshall. 1901. 
8vo. 6s. 

[A yr Ly colored plea 
for the a | homeless in 
cities. The "Elberfeld system of 
relief is advocated. 

Tuomson (R. T.). The Workman’s 
Compensation Act: A Plea for Re- 
vision. London: Wilson. 1901. 
8vo. 2s. 6d. 

TURMANN (M.). Le catholicisme 
social, depuis l’encyclique rerum 


novarum (15 mai 1891). Paris: 
= 1900. 8vo. pp. 335. 
r. 


UNSIGNED. Improved Means of Lo- 
comotion as a First Step towards 
the Cure of the Housing Difficul- 
ties of London. London: Mac- 
millan. 1901. 8vo. 

[‘‘ An abstract of the proceed- 
ings of two conferences convened 
by the warden of Robert Brown- 
ing Hall, Walworth,’’ and a paper 
on the subject by Charles Booth. ] 


In Periodicals. 

Ames (Azel, M.D.). Labor Condi- 
tions in Porto Rico. Bulletin 
Dept. of Labor, May. ([Classifies 
trades and very briefly describes 
conditions in each. 

BARNETT (S.). The Housing Prob- 
lem. Nineteenth Century, May. 
[Words of caution from the warden 
of Toynbee Hall. 

Exuis (Leonora B.). A New Class 
of Labor in the South. Forum, 
May. [The operatives of the new 
Southern factories, all white, have 
come from the tenant farm, the 
cotton field, the hillside corn 
— and the mountain hut. 

his transformation of an agri- 
cultural into a manufacturing pop- 
ulation is due to the fall in the 
price of cotton, which is driving 
out the small farmer. ] 

GitmAN (N.P.). Social Economics 
at the Paris Exposition. Bulletin 
Dept. of Labor, May. [Describes 
the displa “9 relating to profit- 
sharing and similar schemes, and 
to the activities of labor organiza- 
tions. ] 














624 





GotpscumirT (Reg.-Ass. O.).| Das 


Koalitionsrecht der Arbeiter. Ein 
Beitrag zur Geschichte unserer 
Sozialpolitik. Annalen = des 
Deutsch. Reichs, 1901, No. 5. 
[To be continued.] 

McVey (F. L.). The Work and 
Problems of the Consumers’ 
League. Amer. Journ. of Sociol., 
May. a clear presentation. ] 

Moran (T. F.). The Ethics of 
Wealth. Amer. Journ. of Sociol., 
May. [‘‘Shall we say with Rus- 
kin that ‘no nation a right 
to indulge in luxuries until all its 
poor are comfortably housed and 
fed,’ or shall we defend the right 
of a man to live luxuriously as 
long as his money is procured in 
a legitimate way ?’’] 


QUARTERLY JOURNAL OF ECONOMICS 





WEBER (Alfred). Die volkswirt- 
schaftliche Aufgabe der Hausin- . 
dustrie. Akademische Antritts- 
vorlesung, Berlin. Jahrb. f. Ge- 
setzg., 25, Heft 2. [In house in- 
dustries German labor is proving 
itself unable to compete with Chi- 
nese labor and similar cheap labor. 
Survival of house industries in 
Germany is due to the fact that 
certain thickly populated centres 
are not sufficiently equipped with 
transportation facilities to admit 
the introduction of the factory 
system. ] 

WiiuiiaMs (A.) and Vrvean (H.). 
Recent Progress of Labor Copart- 
nership. Econ. Rev., April. 

UNSIGNED. The Housing Question. 
Quarterly Rev., April. 


III. SOCIALISM. 


BourDEAvu (J.). L’évolution du 
socialisme. Paris: Alcan. 1901. 
16mo. 3.50 fr. 


Contains chapters on the so- 
cialist movement in France dur- 
ing the nineteenth century, on 
municipal socialism, on strikes, 
trade unions, etc.] 

FRIEDLANDER (B.). Die vier 
Hauptrichtungen der modernen 
soci: I. Theil: 

Berlin: S. Calvary. 1901. 8vo. 

pp. 240. 3m. 
[The other two tendencies to be 
examined in the completed work, 


tires System and George’s Neo- 
——. The judgment on 

arx’s theories is critical and 
unfavorable. } 

Louis (P.). Histoire du socialisme 
francais. Paris: Revue blanche, 
1901. 18mo. pp. 315. 93.50 fr. 

Spriet (H.). Dupont - White. 

tude sur les origines du social- 
isme d’état en France. Paris: 
Giard et Briére. 8vo. pp. 202. 


5 fr. 

Wourr (Henry W.). Die sozial- 
istische Bewegung in England. 
Jahrb. f. Nat. Oek., 21, Heft 3. 

Worms (René). Le collectivisme et 


in addition to the two considered la propriété rurale. Rev. Int. de 
in this part, are Diihring’s soziali- Sociol., April, 1901. 
IV. LAND. 

Beta (Ottomar). Deutschlands Oldenbourg. 1901. 8vo. pp. 94. 
Verjiingung. Zur Theorie und 1.50 m. 
Geschichte der Reform des Boden- Convert (F.). L’industrie agricole. 
und Creditrechts. Berlin: J. Paris: Baillitre. 1901. 16mo. 
Harrwitz. 1901. 8vo. pp. 5382. pp. 443. 5 fr. 
10m The author is ‘‘ professeur 


Cetro (Dr. Frhr. Wilh. v.). Die 
Entwickelung der Organisation 
des landwirtschaftlichen Kredit- 
wesens in Bayern. Munich: R. 





d’économie rurale a l'Institut na- 

tional agronomique.”’] 
GRUNBERG (Prof. Karl). Studien 
zur oesterreichischen Agrarge- 

















schichte. Leipzig: Duncker & 
Humblot. 1901. 8vo. pp. 287. 


6 m. 

[Contents: Die biuerlichen Un- 
freiheitsverhiltnisse und _ ihre 
Beseitigung in der Bukowina.— 
Die Grundeigenthumsfihigkeit in 
den béhmischen Lindern von 
1848.— Bestiftungszwang und 
biuerliches Erbrecht vor 1868.] 

KaERGER (Prof. Dr. Karl). Land- 
wirtschaft und Kolonisation im 
spanischen Amerika. Leipzig: 
Duncker & Humblot. 1901. 8vo. 
pp. 948and table and 750, 42.80 m. 

[Vol. 1. Die La Plata-Staaten. 
Vol. 2. Die siidamerikanischen 
Weststaaten und Mexiko.] 

Maupry (G. v.). Das Grundbuch- 
wesen in Wiirtemberg. Tiibingen: 
H. Laupp. 1901. 8vo. pp. 55. 
1 


m. 

[Enlarged reprint from ‘“‘ Fest- 
gabe fiir Albert Schiiffle.’’] 

NIKASCHINOVITSCH (Bozidar). Bos- 
nien und die Herzegovina unter 
der Verwaltung der oester- 
reichisch-ungarischen Monarchie 
und die oesterreichisch-ungarische 
Balkan - politik. Berlin: Thor- 
mann & Goetsch. 1901. 8vo. 
pp. 179. 5m. 

[Eine _ politisch-oekonomische 
Darstellung der genwirtigen 
Zustindein vierBinden. Volume 
1. Berliner Congress 1878 und 


die Agrarfrage. ] 


RECENT PUBLICATIONS UPON ECONOMICS 





625 


* SCHUMACHER (H.). Ueber Korner- 


trige in der Landwirtschaft. Ber- 
lin: P. Parey. 1901. 8vo. pp. 
116. 3m. 


[Heft 2 in Materialien fiir die 
deutsche Handelspolitik, issued b 
Deutscher Landwirthschaftsrath. 


VLIEBERGH (E.). La _ question 
agraire en lIrlande. Brecht: 
Braeckmans. 1901. 


[A study of the methods of 
rent regulation prevailing in Ire- 
land during the last thirty years.] 


In Periodicals. 


HitreR(J.). L’agriculture moderne 
et sa tendance a s’industrialiser. 
Rev. d’Econ. Pol., Feb., Apr., 
May. [Discusses the increasing 
incorporation of capital and labor 
in the land, and shows how the 
greater division of labor and 
 egeed use of machinery in farm- 
ng are diminishin; stinctions 
between industry an culture. | 

Scuirr (Walter). Geschichte der 
oesterreichischen Land- und Forst- 
wirtschaft und ihrer Industrien 
1848-1898. Jahrb. f. Nat. Oek., 
21, Heft 3. 

Unsienep. British Agriculture 
during the Nineteenth Century. 
Quarterly Rev., April. [Second 
and concluding article.] 


V. POPULATION, EMIGRATION, AND COLONIES. 


In Periodicals. 

KEewvuer (A. G.). The Beginnin 
of German Colonization. Yale 
Rev., May. [On Bismarck’s policy 
and the acquisitions of 1883, with 
an account of the German posses- 
sions in Africa. | 


ScHootine (J. H.). 


The English 
Marriage Rate. Fortnightly, 
June. [Shows and comments on 
‘*the very appreciable loss in mar- 
riage fertility of recent years.’’] 


VI. TRANSPORTATION AND EXCHANGE. 
Cunti (Dr. Eng.). Untersuchungen ODrx (Arth.), Deutschland auf den 


iiber den Riickkaufswert der Hochstrassen des Weltwirth- 
schweizerischen Nordostbahn. schaftsverkehrs, Jena: G. 
Ziirich: Ziircher & Furrer. 1901. Fischer. 1901. 8vo. pp. 228. 
8vo. pp. 125and map. 2m. 50 m. 
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TUNELL (G. G.). 


Coury (A.). 


Gerstt (Siegfr.). 


GoTHEIN (A 


Hetrrericn (Kari). 





StuBMANN (Dr. Pet.). Holland und 


sein deutsches Hinterland in ihrem 
seitigen Warensverkehr, mit 
mderer Beriicksichtigung der 
hollindischen -Haupthiifen, seit 
der Mitte des 19 Jahrhunderts. 
Jena: G. Fischer. 1901. 8vo. 
pp. 140. 2.50 m. 
[In Piersdorff’s Abhandlungen 
des staatswissenschaftlichen Semi- 


nars zu Jena. | 

Railway Mail 
Service: A Comparative Study of 
Railway Rates and Service. Chi- 
cago: Lakeside Press. 1901. 8vo. 
pp. 214. 


QUARTERLY JOURNAL OF ECONOMICS 


Hutz (C. H.). 


[Reprint of articles published 
during the last three years in the 
Journal of Political Economy, the 
drift being that the railways are 
not overpaid. ] 


In Periodicals. 


Railway Alliance 
and Trade Districts of the United 
States. International Monthly, 
June. [The new principle of rail- 
road consolidation plans to divide 
the field between former rivals, 
and not to strengthen rivals com- 
peting in the same territory. ] 


VII. INTERNATIONAL TRADE AND CUSTOMS LAWS. 


La navigation com- 
merciale au XIX°* siécle. Paris: 
Rousseau. 1901. 8vo. pp. viii, 
459. 8 fr. 

Ouv recompensé par 
Académie des Sciences morales 


et politiques. 
i @ Unsere Zoll- 


und Handelspolitik beziiglich des 
land tlichen Maschinen- 
wesens. Vienna: J. Eisenstein & 
Co. 1901. S8vo. pp. 174, 2 plates. 
2.50 m. 

[Mittheilun der oesterreich- 
ischen Centralstelle zur Wahrung 
der land- und forstwirthschaft- 
lichen Interessen beim Abschlusse 
von Handelsvertriigen. ] 
. Geo.). Der deutsche 
Aussenhandel. Materialien und 
Betrachtungen. I. Hilfte. Berlin: 
Siemenroth & Troschel. 1901. 
8vo. pp. 436. 10m. 

Handels- 


litik. Leipzig: Duncker & 
umblot. 1901. S8vo. pp. 214. 
4.60 m. 


Kautsky (Karl). 


MoRGAN-BROWNE (H.). 


[A series of lectures that owes 
its origin to the present struggle 
between the agricultural interests 
and the manufacturing interests 
in the field of customs legislation. ] 
Handelspolitik 
und Sozialdemokratie. Populire 
Darstellung der handelspolitischen 


Streitfragen. Berlin: Buchh. 
Vorwarts. 1901. 8vo. pp. 96. 
1 m. 


In Periodicals. 


CARNEGIE (A.). British Pessimism. 


Nineteenth Century, June. ([Brit- 
ish trade is not declining, but has 
reached its limit, having remained 
stationary for ten years. ] 

But are 
we Decaying? Contemporary, 
June. [A reply to the anonymous 
article in the same review for May 
and June.] 


VIII. MONEY, BANKING, CREDIT, AND PRICES. 


Avpetir (A.). Essai sur la théorie 


= de la monnaie. Paris: 


uillaumin. 1901. 8vo. pp. 295. 
10 fr. 
ARLILE (W. W.). The evolution 


of Modern Money. London and 





UNSIGNED. The Economic Decay 
of Great Britain. I., II. Con- 
temporary, May and June. [Ex- 
travagantly pessimistic. ] 

New York: Macmillan. 1901. 


8vo. pp. 872. $2.50. 

[In Part I. the evolution of the 
gold standard is traced, and the 
thesis is maintained that gold was 
the standard in Europe in the 
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seventeenth century and earlier, 
although not popularly recognized 
assuch. In Part II. such subjects 
as the origin of money and the 
causes of its value are discussed.] 
EsERSTADT (Rud.). Der deutsche 
Kapitalmarkt. Mit statistischen 
Tabellen. Leipzig: Duncker & 
Humblot. 1901. 8vo. pp. 286. 
7m. 
[Separate chapters on industry, 
trade, commerce, the banks, land, 
and land-mortgage banks. } 
GESELL (Silvio). Das Monopol der 
schweizerischen Nationalbank und 
die Grenzen der Geldausgabe 
im Falle einer Sperrung der freien 
Goldauspriigung. Berne: K. J. 
Wysz. 1901. 8vo. pp. 42. 0.60 m. 
REICHSBANK, die, 1876-1900, 
Jena: G. Fischer. 1901. 4to. 
pp. 496 and plate. 10 m. 
ScHULTE (Dr. Frdr.). Die Entwick- 
elung des Sparkassenwesens im 
Grossherzogtum Baden. _ Tiibin- 
gen: J.C. B. Mohr. 1901. 8vo. 
pp. 94. 3.50 m. 

[In Volkswirtschaftliche Ab- 
handlungen der badischen Hoch- 
schulen, edited by C. J. Fuchs.] 

*WatsH (C. M.). The Measure- 
ment of General Exchange Value. 
New York: Macmillan Co. 1901. 
8vo. pp. 594. 

[An important scholarly book. 
The main subject is the measure- 
ment of changes in general prices, 
a an elaborate comparison 
of the different kinds of average, 
among which the geometric is 
chosen as correct. Appendices 


review the questions of means and 
variations, compensatory varia- 
tions, and methods of using the 
arithmetic mean; an elaborate 
bibliography, critically annotated, 
concludes the volume. ] 


In Periodicals. 


CaRLILE (W. W.). The Indian Cur- 
rency ‘‘ Experiment.’ Econ. 
Rev., April. [The ‘‘Experi- 
ment’’ having been an absolute 
success, ‘‘ what about the theoreti- 
cal doctrines on which the predic- 
tions of failure were based ? ’’] 

DunKER (D: Rud.). Golderspar- 
ende Zahlw ysmethoden in dem 
heutigen Bankverkehr Deutsch- 
lands. Ann. des Deutsch. Reichs, 
1901, Nos. 3 to 6. 

FLEISCHHAMMER (Dr. H.). Cen- 
tralisation im Bankwesen in 
Deutschland. Jahrb. f. Gesetzg., 
25, Heft 2. [Traces causes and 
effects; and makes a comparison 
with English conditions. ] 

Limousin (C. M.) and others. La 
question monétaire, & propos de 
Vexposition de 1900. Rev. Int. de 
Sociol., pp. 265-289. 1901. 

RosENDOoRFF (R.). Die Goldprae- 
mienpolitik der Banque de France 
und ihre deutschen Lobredner. 
Jahrb. f. Nat. Oek., 21, Heft 5. 
[A valuable study.] 

Wootsgy (T. S.). Foreign Bonds 
as American Investments. Forum, 
May. [Suggests the ‘‘ major fac- 
tors which the investor will con- 
sider when he lends to a state.’’] 


IX. FINANCE AND TAXATION. 


Brewoop (G.). Les impéts géné- 
raux dans les Pays Bas autrichiens. 
Louvain: Giele. 8vo. pp. 336. 


6 fr. 

Carton (A. P.). La _ réforme 
fiscale en France et a |’étranger. 
Paris: Guillaumin. 1901. §vo. 
pp. 791. 12 fr. 

Courtors (M. L.). Des crédits ad- 
ditionnels au budget de Il’état. 
Paris: Larose. 1901. 

DESJARDINS (F.). L’état actuel de 


la législation financiére. Paris: 
Berger-Levrault. 1901. 8vo. pp. 
166. 2.50 fr. 

{A summary of the principal 
acts and regulations of financial 
interest passed in France since 
1880. ] 

Guyot (V.). La question des sucres 
en 1901. Paris: Guillaumin. 1901. 
18mo. pp. 160. 3 fr. 

[A critical examination of the 
conditions of sugar production in 








628 


different European countries, with 
reference to the govern- 
ment eh ¥ 
Emil). orschlige zur 
Revision des Staatsst t 
des Kantons Ziirich. Ziirich: A. 
Miller. 1901. 4to. pp.179. 5m. 
Rocue (J.). Les budgets du XIX* 
siécle et questions diverses. Paris: 
on. 1901. 8vo. 7.50 fr. 
Warten (R. H., editor). Taxa- 
tion of Corporations in New York, 
Massachusetts, Pennsylvania, and 
New J . Albany: University 
of State of New York. 1901. 8vo. 
pp. 108. 25 cts. 

[Bulletin 61 of the New York 
State Library, giving the text of 
the statutes in the states men- 
tioned, with a brief introductory 
summary by the editor.] 

Wieser (F. v.). Die Ergebnisse 
und die Aussichten der Personal- 
einkommensteuer in Oesterreich. 
3 Duncker & Humblot. 
1901. 8vo. P. . 151, 3.20 m. 

UNSIGNED. Die Verwaltung, der 

Offentlichen Arbeiten in Preussen 

1890 bis 1900. Bericht an Se. Maj. 

den Kaiser und Konig, erstaltet 
von dem Minister der offentlichen 

Arbeiten. Berlin: J. Springer. 

1901. 8vo. pp. 339, plates, maps, 

and diagrams. 10 m. 





In Periodicals. 


ACKLAND (J.). The Revolution in 
the Incidence of Taxation. Con- 
temporary, May. [‘‘The most 
heavily taxed class’ in England 
“*are the middle class with moder- 
ate ar ae 

Apams (T. S.). The Financial 
Problems of Porto Rico. Annals 
Amer. Acad. Pol. and Soc. Sei., 
May. [Describes the system of 


QUARTERLY JOURNAL OF ECONOMICS 


taxation under Spanish rule, the 
Hollander bill, and the conditions 
it is intended to meet.] 

BUCHENBERGER. Die Steuerreform 
im Grossherzogthum Baden. Fi- 
nanz-Archiv, 18, Band 1. [A 
summary account of these reforms, 
partly accomplished, partly (e.., 
as to a property tax) still under 
deliberation; the whole movement 
showing the tendency away from 
“object”? taxation and toward 
‘** subject ’’ and income taxation. ] 

Butuocg (C. J.). Direct Taxes and 
the Federal Constitution. II. Yale 
Rev., May. [Conclusion: ‘‘ The 
Supreme Court in 1796 stated a 
simple historical truth when it de- 
clared that the framers of the 
Constitution contemplated poll 
and land taxes as the forms of 
direct taxation.’’] 

LAsPEYREsS (E.). Statistische Un- 
tersuchungen zur Frage der 
Steueriiberwilzung, gefiihrt an 
der Geschichte der preussischen 
Mahl- und Schlachtsteuer. Fi- 
nanz-Archiv, 18, Band 1. [An 
elaborate paper, covering over 200 
pages. Part I. of the investiga- 
tion, here published, considers the 
effect of the abolition of these 
taxes in 1874-75, and finds that 
prices were affected in accord 
with theoretical expectation. The 
writer notes that the investigation 
is significant on the question of 
method in statistical and inductive 
inquiry.] 

Tuomas (D. A.). The Coal Duty. 
Fortnightly, June. [A criticism 
by a coal-owner M.P.] 

THRAN (W.). Zur Entwickelung 
der Etats fiir die Verwaltung 
der kaiserlich-deutschen Marine. 
Ann, des Deutsch. Reichs, 1901, 
Nos. 3 and 4. [Concluded; from 
Jan. 1, 1868, to the present time. ] 


X. HISTORY, BIOGRAPHY, AND DESCRIPTION. 


Brecar (H. P.). The Early Trad- 
ing Companies of New nce, 
A Contribution to the History of 
Commerce and Industry in North 
America. Toronto: The Univer- 


sity of Toronto. 1901. S8vo. pp. 
310. $4. 

{Announced as ‘‘a complete 
history of early French colonizing 
effort in America based upon an 




















examination of all the available 
material, manuscript and other- 
wise’’; with an elaborate appendix 
enumerating and criticising the 
sources. | 

Des Marez (G.). La lettre de 
foire & Ypres au XIII® siécle. 
Contribution & l'étude des papiers 
de crédit. Brussels: Lamertin. 
1901. 8vo. pp. 292. 

GLEYROSE (P.). Petrucia-Peyrusse. 
Histoire politique, administrative, 
économique, et sociale d’une com- 
mune francaise. Paris: Giard et 
Britre. 1901. 8vo. 5 fr. 

Jéur (Dr. Adf.). Jean Herren- 
schwand. Ein schweizer. Na- 
tionaldkonom des 18 Jahrhun- 
derts. Berne: K. J. Wysz. 1901. 
8vo. pp. 78. 1m. 

No. 18 in Oncken’s Berner 
Beitrige zur Geschichte der Na- 
tionaldkonomie. ] 

PETRENZ (Dr. Otto). Die Entwick- 
elung der Arbeitsteilung im leip- 
ziger Gewerbe von 1751 bis 1900. 
Leipzig: Duncker & Humblot. 
1901. 8vo. pp. 97. 2.20 m. 

[In Schmoller’s Forschungen.] 

PoHLe (Dr. Ludw.). Die neuere 
Entwickelung des Kleinhandels. 
Dresden: V. Zahn & Jaensch. 
1901. 8vo. BP. 62. 1m. 

{Author is Privat-Dozent. From 
Jabrbuch der Gehe-Stiftung. 
‘*Eine ganz vortreffliche kleine 
Schrift, die in knappen Ziigen ein 
klares, wohlgegliedertes Bild in 
den gegenwartig im kleinhandel 
bevortretenden Tendenzen ent- 
wirft.’’] 

RAUCHBERG (Prof. Dr. Heinr.). 
Die Berufs- und Gewerbezihlung 
im Deutschen Reich vom 14 vi. 
1895. Berlin: C. Heymann’s 
Verl. 1901. 8vo. pp. 488. 8m. 

ScHERER (Dr. J. E.). Beitrige zur 
Geschichte des Judenrechts im 
Mittelalter, mit besonderer Be- 
dachtnahme auf die Linder der 
oesterreichisch-ungarischen Mo- 
narchie. Leipzig: Duncker & 
Humblot. 1901. 8vo. pp. 691. 
15 m. 

[Vol. I. Die Rechtsverhiltnisse 
der Juden in den deutsch-oester- 
reichischen Lindern. Mit einer 

Einleitung iiber die Principien der 
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Judengesetzgebun in Europa 
waihrend des Mittclalters. ] 


Trmes (London). The Financial 


Half-year. London: The Times 
ae _, 

new series, to appear every 
So carefully compiled with 
very full information and concise 
summary of the feature of the 
— ear at the head of each divi- 
sion. 


VILLAIN (G.). La fer, la houille, 


et la métallurgie a la fin du XIX° 
isécle, Paris: Colin. 1901. 
12mo. pp. 342. 


UnsIGNED. Schweiz, die industri- 


elle und kommerzielle, beim Ein- 

tritt ins XX. Jahrhundert. Ziirich: 

Polygraphisches Institut. 1901. 

pes pp. 84 and _ illustrations. 
m 


[In 10 issues. First issue.] 
In Periodicals, 


Betow (G. v.). Der Untergang der 


mittelalterlichen Stadtwirtschaft 
(iiber den ~— der Territorial- 
wirtschaft). Jahrb. f. Nat. Oek., 
21, Hefte 4 and 5. [An argu- 
ment against Schmoller’s concep- 
tion: Territorialwirtschaft. The 
‘*Stadtwirtschaft unter stadt- 
ischer Leitung’’ of the Middle 
— gave way to the ‘‘ Stadtwirt- 
schaft unter lLandesherrlicher 
Leitung,’’ which lasted from the 
sixteenth century to the eigh- 
teenth. ] 


Brnptoss (H.). Nigeria and its 


Trade. Monthly Rev., June. 


Buxton (S.). Mr. Gladstone as 


Chancellor of the Exchequer. 
he a May. [Second and 
concluding article.] 


Caro (G.). Die Grundbesitzvertei- 


lung in der Nordostschweiz und 
angrenzenden alamannischen 
Stammesgebieten zur Karolinger- 
zeit. Jahrb. f. Nat. Oek., 21, 
Heft 4. [Based on a study of the 
**S. Galler Traditionsurkunden.” 
Author is Privat Docent in Zii- 
rich. A preliminary publication 
of resulta 


ENHERAUD (F.). Les petites indus- 


tries paysannes. La dentelle aux 
fuseaux en Normandie. Musée 
social, May. 
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LECARPENTIER (G.). L’industrie 
coloniére francaise et les débouchés 
coloniaux. Annales des Sci. Pol., 
362-379. 1901. 

Lerten (J. G.). Life in Manufact- 


Yorkshire. Econ. Rev., April. 

Levy (R.-G.). Les finances chi- 
noises. Rev. des Deux Mondes, 
May 1. [Contains interesting in- 
formation about Chinese currency, 
banks, taxes, loans, expenditures, 
natural resources, etc. ] 

Mattock (W. H.). The Father of 
English Economics. National 
Rev., June. Se age by Prof. 
Hull’s recent edition of Petty.] 

MARDEN (E. J.). Trade and the 
Administration in British East 
Africa. Monthly Rev., May. 

Sayous (A. E.). La _ spéculation 
sur les fanons et l’huile de baleine 
en Hollande au XVII* siécle. 
Mem. de |’Acad. des Sci. mor. et 
pol., Feb., 1901. 


Cauwes (A.). Des rapports du 
mariage avec la nationalité. Paris: 
Larose. 1901. 8vo. 6 fr. 

Sreran (Emil). Atlas des Assur- 
ances. Geographischstatistische 
Darstellung der Entwickelung des 
Versicherungswesens aller Staaten 
und Branchen, 1885-1895. Vienna: 
Freytag & Berndt. 1901. Fol. 
pp. 63 and 161, colored diagrams 
and 3 maps. 50m. 

[Text in French.] 


Kaizu (Dr. Jos.). Finanzwissen- 
schaft. Vienna: Manz. 1901. 
8vo. pp. 281. 3.50 m. 

[Part II., translated from the 
Bohemian by Dr. Alvis Kérner.] 








QUARTERLY JOURNAL OF ECONOMICS 





. La spéculation dans les 

ys-bas au XVI° siécle. Journ. 

es Econ., June. 

SCHULLERN - SCHRATTENHOFEN 
(Prof. H. v.). Ergebnisse der iiber 
den bérsenmassigen Terminhandel 
in landwirtschaftlichen Produkten 
in Oesterreich abgehaltenen En- 
quéte (1900). Jahrb. f. Nat. Oek., 
21, Heft 3. 

SreeFrriep (A.). Ledéveloppement 
économique et social du Japon. 
Musée social, March. [Notes of 
an observant traveller upon the 
growth of manufactures and the 
conditions of the working people 
in Japan.] 

Wiuson (E. C.). John Woolman: 
A Social Reformer of the Eigh- 
teenth Century. Econ. Rev., 
April. 

Yan’ Keravic. The Demands of 
French Miners on the Pas-de- 
Calais. Econ. Rev., April. [The 
strikes of 1891 and 1893. ] 


XI. STATISTICS. 


In Periodicals. 


ConAntT (Luther). Industrial Con- 
solidations in the United States. 
Public. Amer. Statist. Assoc., 
March. [A _ careful statistical 
summary of the movement since 
1887, with lists of the enterprises 
and their capitalization, and some 
consideration of the effect of gen- 
eral industrial conditions. ] 


XII. REPRINTS, TRANSLATIONS, AND NEW EDITIONS. 


Novicow (J.). Die Féderation 
Europas. Berlin: Akadem. 
Verlag. f. sociale Wissenschaften. 
1901. Svo. pp. 738. 6m. 

(Translated by A. H. Fried.] 
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XIII. NOT CLASSIFIED. 


BreourDAN (M. G.). Le systéme 
métrique des poids et mesures. 
Paris: Gauthier - Villars. 1901. 
8vo. 

[A short history of the metric 
system in different countries by an 
official in the Paris observatory.]. 

Bietocn (W.). The New South 
Africa, its Value and Develop- 
ment, with Illustrations, Maps, 
and D . London: Heine- 
mann. 8vo. 10s. 

[Full of information, clear and 

thoughtful.] 

CLow F. R.). Commerce. A Book 
for Schools, with preface by Prof. 
F. W. Taussig. New “York: 
Silver, Burdett & Co. 1901. 12mo. 

[Designed for use in secondary 
schools, with suggestions for 
teachers, questions, and similar 
— ‘“*Commerce’’ in- 
cludes money, banking, and all 
the mechanism of exchange. The 
book is an interesting experiment 
in the extension of the teaching 
of economics, The author is 
teacher in the Wisconsin Normal 
School at Oshkosh. ] 

DeEMoLins (E.). Comment la route 
crée le type social. Les routes 
de Vantiquité. Paris: F. Didot. 
1901. 18mo. pp. 462. 3.50 fr. 

[An essay in social geography ; 
the general thesis being that the 
character of the routes of commu- 
nication, along rivers or coasts, or 
across continents, have been the 
decisive factors in moulding na- 
tional character. ] 


DuRKHEIM (E., editor). L’année 
sociologique. Quatriéme année, 
1899-1 Paris: Alcan, 1901. 
8vo. 10 fr. 


PP. 628. 

[Besides ‘ mémoires originaux,”’ 
this contains more than 500 es 
of analyses and reviews covering 
a wide field.] 

Epom (H.). Traité théorique et 
pratique de comptabilité. Lyons: 

A. Storck. pp. 700. 12 fr. 

[A text-book, designed for use 
in the Ecoles supérieures de com- 
merce, covering: I. Notions de 
commerce; II. Comptabilité com- 





merciale; III. Comptabilité ap- 
— aux sociétés en nom col- 
ectif, et a industrielle; 
IV. Partie ne Pe ne et 
monnaies, changes et arbitrages, 
maisons de banque, opérations de 
bourse, ] 


Lz Rossienou (J. E.). Monopolies 
Past and Present. New York: 
T. Y. Crowell. 1901. 12mo. 


$1.25. 
[Contents: The Nature of Mo- 

Na Monopolies in Ancient 
and Mediweval Times; Gilds; 
Trading a Patents and 
Copyrights; unicipal Monopo- 
lies; Railways; Capitalistic Mo- 
nopolies, 

Macrosty (H. W.). Trusts and 
the State. A Sketch of Competi- 


tion. London: Richards; New 
York: E. P. Dutton & Co. 1901. 
8vo. pp. 826. $1.50. 


foe 1 in the Fabian Series, 

edited by F. Whalen. An account 
of combinations at large, preceded 
by an analysis of industrial devel- 
—— since 1776. English com- 
binations receive chief attention. 
The inevitable outcome is believed 
to be ‘‘collectivisation,’’°—a great 
extension of public management 
and control; and the argument is 
ably presented. | 

MonTetT (E.). Etude sur le social- 
isme municipal anglais. Les en- 
treprises industrielles des villes 
anglaises et leurs logements & bon 


marché, Paris: Rousseau. 1901. 
8vo. pp. 186. 3 fr. 
MUHLBRECHT (Otto). Wegweiser 


durch die neuere Litteratur der 
Rechts- und Stkatswissenschaften. 
Berlin: Puttkammer & Miihl- 
brecht. 1901. 8vo. pp. 667. 28m. 
[Zweiter Band, enthaltend die 
Litteratur der Jahre 1893-1900 
nebst Nachtrigen und Erginz- 
ungen zu Band I. (die Litteratur 
bis 1892). 
. Protokoll, stenographisches, 
iiber die Enquéte, betreffend die 
Reform des bérsenmissigen Ter- 
minhandels mit landwirtschaft- 
lichen Producten. Three volumes. 
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Vienna: W. Frick in Komm. 1901. 
gs pp. 2197 and 12 diagrams. 


aaen, (L.). Le domaine industriel 
des municipalités. Distributions 
d’eau, de gaz, d’electricité, trans- 
ports en commun. Paris: Rous- 
seau. 1901. 8vo. pp. 101. 3 fr. 

RoOsENSTERN (Dr. M.). Das 
Bérsengesetz und seine Um- 
gehung. Ein Beitrag zur Lehre 
von den Bérsentermin ——o7 
Berlin: n> gear Beta . 1901. 
8vo. pp. 54. 1.50 m 

[Author is Gerichts-Referendar. ] 

SanGER (C. P.). The Place of 
pn ga porn in Temperance Re- 
form. London: by Ss. g & Son. 
1901. 8vo. 2s. 6d 

[In the London ‘School Studies 
in Economics and Political Sci- 
ence. Examines the principles 
of compensation, precedents in 
Great Britain and Salen, aoe 
fag th for compensation; conc ~t 

hat there is a case for partial 
tion. ] 

Say ( m). Les finances de la 
France sous la troisitme répub- 
lique. Tome IV. La liberté 
économique. Protectionisme. 
— a 7 

\. vy. 1. 8vo. pp. } 
7.50 fr, 


Somparr (Wern.). Technik und 
Wirtschaft. Dresden: v. Zahn & 
— 1901. 8vo. pp. 24. 

m. 
_— ** Jahrbuch der Gehe- 
un: ” 


Essai de socialisme 
8vo. 


8 ‘ 
STEHLIN (L.). 
= Paris: Larose. 
r. 


In Periodicals. 


BarLey (W.R.). Personal Budgets 
of Unmarried Persons. Yale Rev., 
May. [Statistics on the distribu- 
tion o —— by college 
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